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10:30 Ae Me Session. 


May 17th, 1939. #70" l = 
TH CHATRLIAN : All right, Mr. Frawley. 
MRe FRAWLEY: | LI am calling lire. Scorimgeour. 


HENRY BYKDE SCHEMGEOUR, hav- 
ing been first duly Bworn, examined by ane Frawley aac 
MR: FRAWLEY: wre Chairmen, would you ex 
cuse me just a moment, I have just been discussing with lire 
Pletkins, because he has a particular interest in it, pere 
haps more so than Mr+ Harvie, the question of the manner in 
which this evidance should be received. I felt that I 
Bhould suggest it or perhaps the principal reason is. that Mr. 
Serimgeour and his company are here this morning without 
counsel. Perhaps I should say a word about that. I was 
hopeful that the Gas and Oil Products, Limited, would make 
a complete submission with respect to all the operations of 
their company, botr manufacturing and marketing, at this 
time but it was not possible to arrange that for a variety 
of reasons; their engineer, Mir. Boyd, was very busy doing 
gome work in Turner Valley constructing a new plant and the 
notice was very short and Mr. Mahaffy, the company’s sel- 
ioitor, informed me that he would not be herve but he would 
be here later when the company would make a complete sub- 
mission and iir. Mahaffy would be here as I understand with a 
written memorandum and witnesses. Mr. Scrimgeour was good 
enough, and I say that purposely, was good enough to come 
and help me out ae I was short of witnesses to go on, in view 
of the illness of Mr. iicGrath of Toronto» Mr. Sorimgeour 
has not mentiened this to me at all and pees: has not 
taken it up with his Eanes wart Mr. Plotkins is very 
frank to say that when he is expected to make it on behalf 


of his company he would prefer, and I tske it he will make 
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an application 46 tha t effect, to hear that evidence pri-~ 
vately, is that what I understand, Mr. Plotkins? 

MRe PLOTKINS: I felt if I hear the evidence 

I would naturally be in a better position to conduct my own 
evidence and correlate it and in view of the fact also in 
connection with the question of the production where I 

am going to ask, and if the Commission Counsel sees fit to 
grant, that some of the Imperial officials be brought here 
and that one official should not hear what the other official 
has said, pret probably I should subject myself to the same 
rulings 

THE CHATRWAN: what is your view, liv. Frawley, 
as to whether or not this is the kind of evidence tHtitis 
proper for us to consider whether we will hear it in camera. 
Mie FRAWLEY: Well I will state what the 
evidence will be and you will have, mr. Chairnan, then an 
appreciation of what the difficulties are. lir. Scrimgeour 
will give evidence in cents and in decimals of cents, as to 
what it costs the Gas and Oil Products to manufacture gasoline 
at their combined absorption plant and refinery, because that 
is what it is, in Turner Valley. From what I know whe the 
Imperial Oil Company comes to give evidence of that nature, 
namely, what it costs them to make gasoline in their refinery 
in Bast Calgary, I have always understood, and Mre Cottle will 
probably bear me out, that they will ask that evidence to be 
received privately. Now if that is so with respect to the 
Imperial Oil and this as I gather from ir. Plotkins=~-~ 

WR. PLOTKINS: May I interrupt you there, Mr. 
Frawley. I aid not have that type of evidence in my mind be- 
cause after all as I have already mentioned to this Commission 
earlier, there is nothing private, even costs are not pri vate 


and the matter of knowing the Imperial's costs or the matter 
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of knowing the Gas and di1 Products costs, anyone who is 
familiar with the industry, Anyone can determine that, but 
what I had in mind is the fact that I felt that there might 
be criminal proceedings as a result of this inguiry and that 
under those conditions it would be fair to the witnesses and 
it might be wise if the Commission deems it so, $9 exclude 
One witness as against another if he is golng to incriminate 
himself on the stand. 
MR « FRAWLEY: Oh well, Iwas not thinking of 
that at all. I have not the faintest idea of what Nr. Plot- 
kins means when he says there may be criminal proceedings. 
Well I just do not know and I will not comment about that. 
I was simply meaning, perhaps bir. Plotkins felt that the Gas 
and Oil Products were goiig into what we know to be their 
so-called grievances in Turner Valley. 
MR. PLOTKINS: Yes. 
MR. FRAWLLY: That is the evidence which I 
mentioned a moment ago which is being heard in ten days or 
two weeks! time, that Mire Mahaffy is preparinge That is not 
coming wp today, not one single part of it. I take it 
therefore, from what ire Plotkins says he would not be a 
party to the hearing being held in camera and if I appreciate 
properly your Lordship's views, as expressed to me privately, 
they are that you have some doubt as to whether you would 
grant a private sittings unless all parties interested were 
in accord, so I am making no more point out of it than that 
and coupled with the fact that lr. Scrimgeour in my discus= 
sions leading up to this evidence did not raise the point, 
and the only reason I felt I should Mention it perhaps 40 
as counsel oftsn does when other parties are present in 


Court without counsel, we try to take a little more careful 
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view of things. Nom that is all. I do not make application 
to have the evidence heard in camera. tf nerely point out 
that Mr. Scrimgeour is here without counsel and I aid not 
want to go ahead without having at least mentioned it and 
that is my position. 

THE CHA IRi: Al: What does lire Mahaffy say? 

MRe FRAWLEY: ite Mahaffy, answering that has 
not been consulted. If you thought it advisable L would en- 
deavour to communicate with him and obt@in his views about it. 
THE CHAIR: AN: Oh I think so, and then’ if ‘on 
the advice of counsel the Witness does not make the applica- 
bacon, it does not arise at all. 

MR. FRAWLEY: If you would grant me a short 
ad journtent. 

THs CHAIRLAN: I think you should certainly 
communicate with counsel. You know te is acting and he is 
not here for reasons of his own today but this is a matter 
that he did not perhaps expect would come up, and if there 
ie no special reamn why thisevidence should not be held in 
Gamera, we are not going to consider it. 

MR. HARVIE: ijay I interrupt. I was not 
aware of what the type of evidenSe was that was to be 
presented this morning until bir. Frawley's statement just 
new, and so far as we are concerned we do not wish to be 
present when the so-called private figures are given and 

we will withdraw during that time, regardless of whether the 
Gommission holds that they will hear the evidence in camera 
or note We are interested though in being present in hear 
tng the evidnce of the Gas and Oil Products and others in 
the general matters of operations in the field. 


MR. FRAWLSY: That will be coming later. 


tec one ofc yas aM «2 


i s 
’ ‘ rh 
RoC ts > He fe kale OP ey py eh pre ch eb SP) eee ol e \ A e yeah ges wh rs n a 
a ee, RR OTE OS ere St dese, Mz) bh De om ee m ' ou id 
. ? “e LA | = 
oF * Poi of 
. Py : 5 , } q 
‘ * a ” i i‘ fe rie th gel weal: So es, Ths ite a eee Bir y ¢ 
a GE Deri so: PA See: TR VRE. AP Se Waa ee 
t ; teiariit Ji 
tabi Pn lay : ww 
OO ee ein Bis 8 4 
wm C7) Bes 
. my ¢ ae 
the 
gee ; | “ih & re) 
- . Jude: @i Nae a . TOSe sae e j ma oi 4 
be kia a Rn ee Ws ee 
Be a REE: Ra oe TALY tye glide MDa GINS |e GATE: es 


; Ey ree 
HY Hone oy : ‘ peg hie ie 
ee et ad é , 5 i A ‘ 5 ’ 5 ‘ “~~ ‘a <r: 
pas 8 ey Se Wired os a ne a oA eee ee oe i heddiln. Shlblsed tre AF | BOC OTN Ts 1 CRD, | Dy 
1 des a . F, * , ‘ - .. T4> = re , 7 : es 
4) she v4) ; 
( ae ort id say f ES 
7 ; : 
BR SERS Beate din |) OSES a SOR Nm 
‘ 
/ ‘ 
aT ae ba ms a ‘ her eras ‘ ‘ | act nee 
. H Boe ‘ Ps EN : h Koche lithe} 
| 


~ ; rey 


sip Bt. apenady of eau el oe ot i - oye 
- ENF ‘ et ae Md bo oh \ i ; wie Asal aol 


de oe ce a Oe a4 . Lakes au ae eer 2h mr. way { re tant ' es Sry ie ” ft og 
Praha Peery! Pb chi rit AT pet Be - ha VED an whe let MIS 7% ah a 
nd 
Fo oe : ¥ . oe ’ q ie ' ye? ‘ * t% Oh 
me ae j ‘ . G if ly Roe WY rf f oO ° f(s eae enc r 
# Mf i apa } yl y ; * wre 
\ pias : i nae a ky & Op PAS alin, MSS AA lt eh es ats 
art PLE 6b dam y 
ey Saag 
| 
Le id bed r) Pai sit yh oe ry 
ee tee vi Pe Vets? ye em 0 
& 
1 : . . 
Aer oy ” oar aie i eo pals . wf 
wae ees sie Lordi iY Me See oS f hid 
, 
: " ¢ } Py ity ‘ ait \ Repay Pr ey ee us ate nf 
J f Pt} uae } Chee) aI 1 G ts hac wa 5 . £3 a Ie Pea 
rag 
A. Us ‘ 1 ye ; < i One ) ‘a ( " Ran 
‘ Naesd , : 6) ee Ub Ae 2 ee ee See 2) ees eet es Se ee 8 ; 
me co ao ae BEF NAR Re RRM | a a,“ SR EO) a Te 
? ads : fe 4 a atl a a 
i ak Opi a on thos osberige wy fi co ie. Payee by ave te ee rr a deter . 
wad . ier wt FP co Ta BORON, SaBBs Fare! Cree 2oos: 5 Rae Oe. bag. 
z ns aE on ‘ ve 
j 


. 


u Tawa ery aye xe mat ae if © a ge we 
; SA ay yay 35 Oey sy ih: o Oey. are a5 | 


oT t 5 | 
Oo ae. i ee eo i ng jn BAR| ay ea } , 
; Sar Caivhdh. ‘to: me lbtegoe: eats CR Ss eae Wig all it oo a 


$2 (4 viele rae p wis P N r 
‘Viton ao D.. OO RED IFS. ark “tefl” LC kee: “se 
\ y ri 

iy i 


if wl ghee, eel Destress Bday ie i 


ae een t'D a due atin hot, Eo ims. WR al cs ay 
aware eats ial ar ae bs 


H-B‘Scrimgeour ~ 7075 ~ 


MR. HARVIE: On the question of costs and 
80 On, we will not be present in any event on that. 

THE CHATRMAN: ‘ell you might let us know as 
to what iir. Mahaffy says and we will dispose of it one way 


or the other then. 


MRe FRAWLGY: Very well, Mr. Chairman. 


(An adjourmient was here taken). 


(Go to number 7076) 
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Q MR. FRAWZEY: You have been sworn? 
Yes. 


a pe 2 
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mr. Serimgeour, you are the accountant for a company, 

Gas & Oil Products Limited? 

eS pei Lt. 

THE CHAIRMAN: Mr. Frawley, I suppose you 
had better state for the record what has been the result 
of your conference? 

MR. FRALEY: Mr. Chairman, I have received 
word from r. Mahaffy, Counsel for Gas & Oil Products 
Limited, that on the instructions of the company the 
evidence which tir. Serimgeour is here to give may be given 
in public, so far as the company is concerned, and they 
Teaise Noon jecyion £O.1t being given.in public. 

THE CHAIRMAN: Very good. 

MR. FRAWLEY : That is so, ir. Scrimgeour? 
That is so. 

You are the accountant for this company. The head office 
of this company is in Calgary? 

Yes. Si. 

It is incorporated under the Alberta Companies Act? 

Under the eres AGT VES. 


What is its business? 


Primarily a Company recovering gasoline from absorption plents 


Prom cabo ies in Purner Valley. 

Would you explain th: t in more detail. 14 is primeriiy 
a company engaged in the business of recovering? 
Recovering gasoline from tail gas in Turner Valley. 
From tail gas produced in Turner Valley? 

Correct. 


And tail gas is what, Mr. Scrimgeour? 
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Is gas that has already been put through the separators 
and heretofore has been a waste product. 

The wet gas as it comes from the well is put into a 
separator? 

Correct. 

And certain recoveries obtained there at the well-head 
through the separator? 

Yes. 

And what is not recovered there has been burned in the 
flare line at the well? 

That is correct. 

Your company built an absorption pant and it takes that 
tail gas and runs it to the absorption plant and recovers 
some further gasoline from it? 

Correct. 

And that product is known as what, what is recovered in 
your plant? 

Absorption gasoline is the correct term. 

Is that the name that can be used throughout to describe 
this product? 

Yes. 

Absorption gasoline? 

Yes. 

That is, you say, the chief operation of the company. 
Has it any other operation? 

Yes, at the commencement of 1938 we built stills in order 
to process crude oil. 

‘hen you say stills you mean distillation units? 


Yes. 


For the purpose of recovering gasoline from Turner Valley 
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erudée .oi17 

A From Turner Valley crude oil. 
Now, have these plants been combined, these two plants 
been combined? 

A We treat them as one unit. 

Q There are two operations but they are treated by your 
company as one unit? 

A Yes. 
Then the products obtained from this joint operation, 
perhaps, it may be called, how many products are recovered? 

A We recover Srd structure gasoline, tractor gasoline, 
tractor kerosene ard Diesel fuels. 

Q ord structure gasoline, tractor gasoline, tractor kerosene 
and Diesel fuels? 

A Yes. 
And these products are marketed? 
Marketed throughout the Province of Alberta and 
saskatchewan. 

Q By the same company? 
By the same company. 
The refining operation is carried on, not separately 
from the marketing operation but all operations are 


carried on by the company? 


A All operations are centralized in the one unit. 

Q And the comaany is managed from Calgary? 

A Correct. 

Q THE CHAIRMAN: What is the process called 


from which distillation units recover some form of 
gasoline from the crude oil? 


A We use the term "skimming plant,’ Mr. Chairman, 
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Q Skimming plant? 
Yes. 

Q MR. FRAWLEY: eust to complete thet. 
Is your company embarking upon any extension of its 
refining operations? 

A Yes, we are contemplating building a small cracking 
unit. “We have already commenced building operations. 

Q Cracking being a further refining operation? 
Yes. 
You have already commenced the construction of that 
extension to your plant? 

A Yess 
MR. COMMIS: IONER LIPSETT: is that for the purpose of 
making something like 3 Star gasoline, Mr. Scrimgeour? 

A Yes, Mr. Commissioner. I am not a technical man and 
not able, probably, to answer in full some of these 
questions. I understand, however, that the cracking 
unit will be able to make what is known as standard 
gasoline, which can be Ethylised, and also sold as 
Ethyl gasoline. 

Q MR. FRATLEY: You are a markoter of 
petroleum products of all kinds, are you? 

A Yes. 
But you have told me that you only manufacture drd 
structure gasoline and oertain other motor fuels of 
that kind? 

A yes. 

Q Where do you obtain the gasolines, the higher grade 


gasolines that you market? 
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THE CHATRIMWAN: I wonder if you would, 
before going into that, tell us what 3rd structure 
gasoline is? 
MR. FRATLEY: | I am wondering to what 
extent I should press this witness. 

a Would you care to give the Commission some definition 
of 3rd structure gasoline, relatively, perhaps, so 
that it will indicate where it is in the market? 

A - am afraid that is outside of my qualifications, Mr. 
Frawley. 

3) I ean, perhaps, explain it this way, you speak of it as 
ord structure gasoline. You might tell the Commission 
what lst and 2nd structure gasolines ara, insofar as 
your company is concerned? 

A Well, lst structure is the Ethylised product. That is 
sold throughout the different countries under the trade 
name of Ethyl. 

@ It is the Sthylised product known as Ethyl gasoline? 

A Yes. 

a hat isa"ist structure? 

A Yes. 

2 Yes? 

A And then the 2nd structure is standaru gasoline, which 
the Imperial call -3 Star, and I think is known as 
green gasoline also. 

Q Yes, and the British American call it Nevr Nox? 

A WNevr Nox. 

Q The Texas Company call it Fire Chief? 

ma) Pire CUnier, yes: 

Q You spoke about the lst structure being Ethylised 


gasoline known as Ethyl. In this Province is end 
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structure gasoline also Ethyliscd? 

I understand it is- leaded, and known as Kew brand 
gasoline. 

It is a leaded gasoline, which means what? 

That a certain proportion of lead fluid has been added 
to the gasoline. 

And the lead fluid is what we know- as Tetra-ethyl lead? 
fetre-ethyl lead, yes. 

I do not want to go too far with you, Mr. Scrimgeour, 
but just far enough to give the Commission a working 
knowledge of what language you are going to use in 
describing your aohuany 6 business. Then, would you 
just get back to what you call the 3rd structure gasolim 
and tell us roughly why you call it Srd structure 
gasoline in relation to lst and 2nd? 

Well, we cannot sell it as 2nd structure so we have to 
sell it as 3rd structure. 

Pivepwor aii LG is mot Leaded? 

Tt is not leaded in any shape or form. 

It is a white gasoline? 

A white gasoline. | 

Sold by you just as it is made in your refinery in 
Turner Valley or absorption plant? 

Yes. 

MR. COMMISSION'R LIPSETT: What is the name of that 
product, Mr. Scrimgeour? 

Cur trade name is Purity gasoline. 


MR. FRAWLEY: That is for your 3rd structure? 


Yes. 


We may as well put your other company's names on record. 
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Your end structure is what? 

Miracle 99. 

And your lst structure? 

We sell it as Ethyl. I think the trade name that has 
been allotted to us by the Ethyl Corporation is Renown. 
By the Ethyl Coryoration or by your supplier, the 
Imperial Oil Limited? 

Well, indirectly it is through the Ethyl. 


You mean Renown Ethyl? 


(Page 7083 follows.) 


iL ~ 7083 <- 
HeB.Scrimgeour 
Q Now I think I began to ask you where you obtained the 
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first and seconé structure gasoline which you say you 
market but you do not manufacture? 

Yes, at the moment we are purchasing from the Maple Leaf 
Petroleum, Limited. 

From the iiaple Leaf Petroleum, Limited? 

Yes. 

You know Maple Leaf Petroleum, Limited to be a wholly owned 
pubsidiary of Imperial Oil Limited? 

I have no knowledge of that. 

But you are purchasing your first and second structure gas= 
Oline from Maple Leaf Petroleum, Limited? 

Yes. 

Now we may as well deal with that and finish with it before 
we go on to your own refining cost, what do you pay the 
Imperial Oil for your first and recond structure gasoline? 
We pay the Maple Leaf Petroleum for the Ethyl Gasoline 12.5 
cents per gallon, f.,0.b. Calgary. 

Tat is without the Provincial Fuel Oil Tax? 

Yes, all prices quoted, Mr. Frawley, will be without taxes. 
Quite? 

For Miracle Gasoline we pay 11 cents per gallon, f.o.b. 
Calgary. 

THE CHATRMAN: This: L2.0:Was for? 

For Ethyl. 

And the liiracle? 

11 cents for Miracle. 


WR. FRAWLEY: And do you say that f.o.b. 


Calgary, perhaps you might desoribe the manner and place of 


delivery? 
We take delivery from the Imperial Oil Refinery at East 
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Calgary with our own trucks or by trucks hired by us. 

So that is the price that you pay at the refinery? 

Yes, that is correct. 

Taking it away at your own expense, however you do it? 

That is correct. 

Mr. Serimgeour, have you comments to make as to whether 

that is a temperature corrected gasoline? 

That price is not temperature corrected; that is, the 

volume is adjusted according to the varying temperature 

on the date of purchase. 

Which might mean what now, in plain language, in dollars and 
cents to your company or to the vendor, what might tmt 

mean? 

Well simply speaking, Mr. Frawley, it would make no difference 
in my estimation. 

lL see? 

If we purchase so much at less than 60 degrees during a period 
and then purchase the sane quantity in another period over 

60 degrees at the same amount the answer would be exactly the 
same, the one would cancel the other out. 

We will not follow that any further, possibly when your market- 
ing man is on the stand we might go into that a little further. 
Now that takes care of the gasoline which you have to buy; now 
at what prices do you sell those first and second structure 
gasOlines which you purchase from maple Leaf Petroleums, Téa? 
The prices, iir. Frawley, are arranged by the sales department 
and I have not in front of me a list which would cover all 
prices. 

Couldn't you in a word say that you follow exactly the 
Imperial Oil Company's prices listed for those two gasolines? 


Insofar as our stations selling are concerned, yes. 
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Q Now first let us understanu, how do you dispose of those 
two gasolines which you sell, which you buy from Miaple 
Leaf? 

A In two methods, one by shipping it to our own controlled 
bulk stations throughout the Province an&é the other by 
Belling to our own dealers and jobbers. 

Q Now the gasoline which you esnd out to your own controlled 
bulk stations is in turn sold to the public by your agents? 

A By our agents. | 

Q Operating in the stations? 

A Yes. 

Q And don't you know the prices at which they in turn sell? 

Q THE CHATRWAN: As I understand the witness, 
he makes two bulk deliveries, one to your bulk stations? 

A Yes. 

Q And what is the second, the dealers? 

A To dealers and jobbers throughout the Province. 

Q Who do not take from the bulk stations? 

A No, they buy direct from our central distributing system. 

Q MRe FRAWLEY: Now I am dealing with the 
first class, for instance to make it simpler, you have a 
bulk station at Beiseker? 

A Yes. 

Q And you have an agent operating there? 

A Yes. 

Q And you will deliver to him so much Ethyl and so much Ifiracle 
99 or Leaded Gasoline? 

A Yese 
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And he in turn will sell those gasolines to, direct to 
consumers and to service stations and garages, or any 
other of your dealers? 
Yes. 
Now at what prise does your agent at Beiseker sell to 
garages and dealers on the one hand or cOonsumera, and 
farmers on the other? 
At the posted tank waggon price. 
What company? 
The Imperial Oil. 
Now I show you a document which is entitled: 

"Imperial Oil Limited, Alberta Division, Posted 

tank waggon and barrel selling prises, refined 

oll and gasoline, effective September 8th, 1938". 
Would you just look at that and perhaps look at Beiseker if 
you like, where you have a station and verify what you have 
just said, that you are selling at the prices included in 
that list? 
I have nothing in front of me to just jog my memory on our 
own prices. 
I might be able to help you, Mr-e Scerimgeour. 
THE CHAIRMAN: You say the tank waggon price 
posted by what company? 
The Imperial Oil, Limited, 
MR. FRAWLEY: I show you a list I have? 
Yes, those are the same. 
Then you do verify that you do sell, that your agents, your 


bulk agents, do sell at ths prices pested by Imperial Oil as 


shown by this statement? 
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A Correct. 
LiRe FRAWLEY: hay’ L offer this as,ah 
exhibit? 

Q MAJOR LIPSETT: ~ ure Frawley, I do not think 


£ have got it quite clearly, when you say they sell to 
dealers at tank waggon prices, are you dealing with their 
Charge to their own bulk stations? 

Q WRe FRAWLEY: I can perhaps explain that, 
when you send these first and second structure gasolines to 
your station at Beiseker, what is the nature of the transac- 
tion? 

A We ship it out to our own Station, keep a record in an in- 
ventory account of the gallonage; then he in turn sells that 
to the public and accounts to us for the gallonage sold at 
the price listed and out of that we pay him his commission. 

Q Yes, so that the first truc sale is the sale made by the 


agent at Beisker? 


A Yes. 
MRe FRAWLEY: poes that explain it? 
MAJOR LIPSETT: The process then, as I gather, 


Mr. Socrimgeour is, that you simply ship it out to your bulk 
Btation? 


£ Yes. 
Q and then they sell it to the dealer or jobber? 


No, the public, Mr. Commissioner. They are selling to the 


public. 

Q MR. FRAWLEY; which is, which public consists 
of what? 

A Car owners, farmers or anyone else. 

Q How about dealers, does your clan not supply some dealers and 


garages and service stations in the Be iseker Distrist? 


A With possibly the odd exception, no» Dealers are supplied 
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from our own warehouse in Calgary. 

I #ee. 

MaJOR LIPSETT: what you deserible then as a 
bulk station it is really a dealer which you have for your 
own, you become the dealer yourself? 

Yes, that is correct. 


dnd YOU retail to the public? 


Yes. 

THE CHAIRMAN: That will be Exhibit "“57". 
(STATEMENT POSTED FIELD PRICES 
PRODUCED HERE MARKED BXHIBIT 
wE57N) , 

MR. FRAWLEY: Now I have been at some pains 


to limit my questions to your first and second structure 
gasoline because with respect to those gasolines you are pure- 
ly narketing? 

Yes. 

You buy from the Maple Leaf at certain prices? 

Yes. 

And you sell to the public at the Imperial Oil fixed price? 
That is correct. 

8o that with respect to those gasolines you are simply op- 
erating on whatever spread the Imperial Oil Company allows 
you when you buy? 

That is correct. 

And just to make that clear right at this stage, you tell me 
that you buy from the Imperial Oil at, the dthyl Gasoline at 
12.5 at Calgary and what is the Imperial Oil ‘vholesale prioe 
for Ethyl Gasoline at Calgary? 

12-5 cents. 

I say what is the Imperial Oil Company's posted price of 
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Hthyl Gasoline at Calgary, wholesale price? 

19 ponte! 

And you buy at 12.5? 

fmt is correct. 

So you are operating on a spread of 6% cents with respect 

to the sale of Ethyl Gasoline at Calgary? 

That is correct. 

And can you tell the Commission, do you know that the prices 
of gasoline Ennion nou Alberta are Calgary plus freight, so 
far as the Imperial Oil Company's posted price list ia con- 
cerned, do you know that to be the fact? 

No, that is outside of my department. 

Treat is true. wr. Jones can tell us more about that but we 
will take Calgary alone then, for the gasoline you sell in 
Calgary, yuu operate so far as tthyl is concerned or first 
structure, on a margin of 6% cents? 

Yes, that would be correct. 

Then with regard to the Wiracle 99 or the second structure 
leaded gasoline, you buy from the Imperial Oil Company at 11 
cents and the posted price, no, the wholesale price in Calgary 
or as it is commonly called the “tank waggon, the posted tank 
wagegon price” for that gasoline in Calgary so far as Inperial 
Oil is concerned is 16% cents, is that correct? 

That is correct. 

S0 you operate so far as second structure gasoline is con- 
cerned, you operate on a margin of? 

54 cents. 

THA CHAIRMAN: The first structure was how 
much margin? 
MR. FRAWLEY: 6% cents, sir, and the second 


atructure 53 cents, 5-5. 
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MR. FRAWLEY: Now then dealing with the 
third structure gasoline, that igs a somewhat different 
Situation, is it not? 

That is so, Mr. Frawley. 

You manufacture third structure gasoline at a certain cost? 
Yes. 

What do you do so far as selling it is concerned, perhaps if 
we take that first it might simplify it, what do you sell 
third structure or Purity 99 at, with relation to the Imperial's 
third structure gasoline, and by the way, what is the name of 
the Imperial's third structure gasoline, or am I asking you 


ponething---~ 


' You are asking something that I think the sales department 


Bhould know. 

That is all right. Then we have to deal with the part of the 
business that you are quite familiar with and that is the cost 
of making your third structure gasoline and other products but 
third structure gasoline and the others that you have mentioned, 
the one is as important as the other, have you a statement there 
which you can use? 


Yes. 


Then Mir. Scrimgeour, I wish you would just start and without 
any further questioning from me proceed to give to the Com- 
mig sion an exposition of the costs of your company for the 
year 1938 it is, by the way? 

Yes. 

In operating this absorption plant and skimming plant in 
Turner Valley and the cost of making the products you did 
make, just describe the whole operation 80 far as you know 


it and the cost of each set and all of the details in con~. 


nection with it? 
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I have in my hand a copy taken from our auditor's ptate- 
meht for the year 1938 with a schedule marked "manufactur- 
ing acccunt". 

Now Mr- Scorimgeaar, let me interrupt you, we have to file 

a certain number of documents, I would suggest we file them 
all and give them numbers and then you can take them back 
and use them as you go along, might we file then first of all 
the auditor's statement? 

Bil right. 

MRe FRAWLGY: £ am offering as an Exhibit, 
Sir, the financial statement as at lst December, 1938, 

Gasp and Oil Products, Limited, Calgary. 


(FINAUCIAL STATEMENT PRODUCED 
AND MARKED EXHIBIT "258"). 


Now let us file everything you need and number them, and 
then you can discuss thea, this is the next thing you think 
should be filed? 

Yes. 

How would you describe this? 

That should be called an analysis of the 1928 manufacturing 


account. 
MRe FRAWLEY: Then Kk will offer this as an 


Exhibit. 


(ST APIL/EIT PRODUCED HERE MARKED 
AS KXHIBIT 259). 


This is an analysis of the manufecturing account, 1988? 


Yes, and this one, an analysis of revenue account, 1938. 


MR. FRAWLEY: I will offer then as the next 


exhibit the analysis of revenue avcount, 1928. 


(DOCUMANT PRODUCED AND HERE 
LARKED AS EXHIBET "260"). 
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Q MRe FRAWLEY: Now have you something else 
to file? 

4A No, those are the two. 

Q With those then? 

A I can answer all questions. 

Q Well then with those exhibits will you go ahead? 

A All right, I have in my hand, Exhibit "259" whieh we call 


the analysis of our manufacturing account for the year 1938, 
Exhibit "259", aralysis of manufacturing account for 1938; 
the total of the costs of operating our plant in Turner 

Valley for the year was ($514,055.33; our recoveries combined, 
from our Absorption Plant and our Skimming Plant, were 

7,485,813 gallons; dividing the one into the other gives 
an over-average cosb per gallon of 6.8769 cents per gallon. 
Do you wish the break down, Mre Frawley? 

Q I think you had better be as explicit as you can and the 
Commissioners will follow it with iir. Cottle? 

A The items Sntering into that cost of $514,655.33 were made 
up as follows: Natural gas purchases ¢52,511.40; crude and 
naphtha purchased 267,059.67; then our operating expenses, 
wages and salaries $58,822.90; chemicals $7,153.09; lub- 
ricants $805.79; supplies $4,459.18; repairs and upkeep 
$22,713.55; water supply 4924.18; field expense $466.50;: 
workmen's compensation $574.90; automobile and truck expenses 
$4,197.23 and depreciation $84,909.94. 

Now as to the recoveries, as 
already mentioned, we had two units at our plant, one the 


absorption plant and the other the skimming plant and I find 


that our total recoveries “rom the cbsorption plant 


were 3,228,871 gallons; while our recoveries from the stills 


were made up of gasoline 3,626,069; distillate 626,732; 
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deisel fuel 167,778; absorption oil, which is consumed in 
our own plant and is not a saleable product, 81,070 anda 
fuel oil or known in the trade as "bottoms" 481,698: com~ 
bining the two recoveries and deducting the Loss ineiLdéntal 
to blending and re-running we had a net recovery of 
7,483,813 barrels, which divided into the overhead expenses 
gives us an operating price per gallon for 1938 of 6.8769. 
Now at the request of iir. 

Cottle, in order to make our statement comparable with the 
Other refineries, I was requested to split the operations 
between the absorption plant and the refinery and after dis- 
cussing it both with Mr. Cottle and with the company's auditor, 
we arrived at a method which we think will give as nearly as 
possible the division between those two operations and 2 have 
in front of me, which is the lower part of Exhibit "259", the 
psame accounts proportioned between the absorption plant and 
the refinery unit and I find that the amount which would be 
applicable of our expenses was $173,031.07 and the recovery 
from the absorption unit was 3,228,871, which gives the cost 
for making absorption gasoline for 1938 of 5.4604, which 
leaves of course a balance of the expenses which would be 
applicable to the refinery units, which total 4341,574.26 
and dividing by the refinery recovery of 4,420,599, gives the 
cost of the refinery unit of 7.7268 cents per gallon. Then I 
have made a combined statement. 

Q MR. COTTLE: Before leaving there, lir. 
Scrimgeour, would it not be well to explain the method by 
which you arrived at the operation? 


By which I arrived at the operat ion? 


Q Yes? 
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Yea, during 1937 we only operated the absorption plant. 
The skimming siad was not operated 6xcept insofar as the 
making of abkowp tion! what we call absorption oil, so I 
ha¥é taken the overhead during 1937 and applied it in the 
Bame proportion per gallon for 1928; in other words our 
operating expenses for 1938 are naturally increased on acm 
count of the other operations and the excess, therefore, 


over 1937 has been applied to the refinery unit. 


(Go to number 7099) 
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As our cost would have been probably uniform without 

the addition of the new plant. But only the products 
consumed, of course, have been distributed, natural gas 

to the absorption plant unit and in the other case erude 
oil to the refinery unit. We feel after consultation with 
our own auditor that this gives as accurate as is possible 
a division between the two units of the plant. As far as 
we are concerned they are one operation. Our men are 
forking maybe part time during the day on the absorption 
unit and then they will run over and operate the skimming 
unit. Our stores are used indiscriminately for both units; 
our supervision is over both units; our repairs and replace- 
ments are for both units... So that in order to get a strict 
division of the two we had to use aires method as suggested 
by using the 1937 absorption overhead and then applying 

the overage to the refinery unit. Do I make myself clear, 
Mr. Cottle? 

Q I think so. The purposes of making the segregation of 
the accounts between the absorption plant and the refinery 
being to determine the cost of making absorption gasoline? 

& Absorption gasoline. 

This being ea product thet is blended with the recoveries.... 

A Blended with the recoveries from the skimming plant or 
refinery unit. 

Q MR. FRa LEY: So that the Commission will 
understand, that was done at Mr. Cottle's request and as 
you say nh put your Company's accounting on a par with the 
other sompanies? 

A With the other companies who buy absorption gasoline from 


other saurces. 8o I now present a combined statement showing 
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absorption plant gasoline in one figure. 
THE CHAIRMAN: Exhibit "259 "has three 
pages. You had better stick those together in some 


way, Mr. Frawley. 


MR. FROULEY¢ \ Are they not fastened? 
MR. COTTLS: Yes. The Exhibit is fastened. 
MR. FRAWLEY: that is the exhibit you have 


there? Oh no, Mr. Serimgeour has the exhibit. 
THE CHAIRMAN: That is all right. 

A The manufacturing account which I now reed is one which can 
be compared with the manufacturing accounts of any other 
refinery. It is now segregated and brought back together 
Which will give a comparable statement. |= find that the 
absorption plant gasoline, therefore, cost us $173,081.07; 
our crude naphtha :267,059.67. Our wages and salaries..... 

Q MR. COTTE: ~L73,U81.07 being the total 
of the first column on Page 2? 

y:) The first column of the proportioned account. 

Q And the remaining items you are now reading are the items 
that are in the second column on Page 2 of Exhibit "259"? 

A Yes. In the operating expenses. The wages and salaries, 
Grou 490.32; chemicals $3,837.04; lubricants $432.90; 
supplies $2,489.57; repairs & replacements »13,956.85; 
water supply 3414.02; field expense »337.58; Workmen's 
Compensation $297.22; Auto and truck »4,698.08 and 
depreciation 26,561.01, which makes up the total as per 
the auditor's statement on Exhibit "258"of $514,655.33, 

or an average cost per gallon of 6.8769 cents. 

Q That figure, Mr.Scrimgeour appears in the audited statement 

which is Exhibit "258" on the sheet entitled "Revenue sccoount" 


being the item of cost of gasmline manufactured. (514,655.33? 
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4b Yes, there is also a schedule in here. 
Q There is also a further schedule entitled "Gasoline Manufact- 
uring Account", which totals the same amount? 
The same amcunt. 
That is right is it? 
Yes. Now thst is all I have to submit in connection with 


the manufacturing costs of our products at Turner Valley. 


MR. FRA'ILAY: Before we leave the statement 
then. eeee 
THE GHSIRLAN: Have we reached the margin on 


the third structure? 
MR. FRALEY: No. If there is nothing 
further to be asked and Mr. Cottle tells me he has explored 
the actual figures in the statement as much as he ean, Tf 
will go on to that. 
Q ire COMVMIS"IONSR LIPS&att: That figure, Mr.Serimgeour, of 
6,8769 cents, that is your average cost per gailon of the 
Number 3 structure? 
Pi PRAY LEY: No. That is the point I vas 
coming to immediately. If you will pardon me, Mr.Commis- 
Sioner. 
mM. COMMISSIONSR LIPSETT: That figure of 6.8769 cents 
shown on one of the pages of Exhibit "259" is precisely 
what? 
The averege cost of all products. 


MR. FRAWLEY: The average cost of all products‘ 


Recovered at our plant. 


Oo - HD b& 


Recovered at your plant? Tell me again what are these 
products thst you recover at your plant? 


A Absorption gasoline, third structure gasoline, distillates, 
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Diesel fuels, tractor gasolines. I think that would ¥eer 
cover it. 

It is suggested that you, keeping still to #xhibit "259", 
can you tell me then what that figure 6.8769 is, Mr. 
oSrimgoour? You say it is the average cast of all...... 
Cesolines,; distillates, «ess. 

THS GHATHMAN: Give me that figure again, 

6 point whet? 

6.8769, and that is tho average cost of gasolines, distil- 
lates, naphtha and Diesel fuel totalling 7,483,813 gallons. 
Mie. COMMISSIOF ER LIPSiT?: those commodities you have 
gust given, do they differ in any way from the first list 
you gave, of absorption gas, third structure gas, distillates, 
Diesel fuel and tractor gas? 

They are combined headings tht we use. Gasolines include 
all light products. Absorption gasoline, third structure 
gasoline, tractor gasoline. It is one term that we use fer 
all these different grades of gasoline. 

“that you have got then is all gasolines, distillates and 
Diesel fuels 

Yes. 

MRe FRe* Lay: I think we will have to 
explore thet a little better, sa we will be cbsolutely 
Glear. It is anything but clear now, but I know you can 
explain it, ir.Scrimgeour. You have given us the average 
cest, that ea the goods you market or some goods you 

do not market? 

It is only a manufacturing statement, Mr. Frawley. 

Yes? 


That is the total gallonage that we recover from the phant 
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He Be. Scrimgeour. 
from both operations. 

Q Yes? 

G THD CHAIRMAN: 6,8769 is the average cost 
of all products? 
MR. COTTLE: 68769. 

& THe CHATRMAN: Lt ver 6 ia. we 

A 6, yese 

Q Of all products? 

mY Yes. 

q fhen the other figure you gave us was a mere repetition or 
doses it cdOme out different to 6,8769? 
Pie (COLI: It was merely a repetition. 
MR. FR “LEY: LHere bs no (Se Lagure, fae 

4 We have no 8 figure. 
THE CHAIRMAN: It is a mere repetition then? 
I thought we had two differant categories? I thought one 
for the average cost of all products and then the other one 
the average cost of gasolines, distillates, naphtha and 
Diesel fuels. But we have some absorption gasoline left 
out of the List and that is my I thought there were two 
categories. 
MR. FRAWLiY: No, I was going to olear that 
up. The confusion is in the two different classifications. 
I think you should take the time-to explain the difference 
between manufacturing products and marketing products. 

4 I can probably explain it this way, Mr. Commissioner. We 


measure the recoveries daily, which is re-capped by months 
and re-capped at the end of the year, so that the office 

knows the total number of gallons which the plant manufactured 
during the year. That figure has already been submitted. 


lie know the cost of operating the plant and by dividing the 
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He. B. Scrimgsour. 
rovoveries into the cost we get the average cost per 
gallon and the figure submitted, 6.8769. The reeoveries 
inelude all products but they are not necessarily saleable 
products. They have to be re-blended and mixed in different 
p¥ruportions in order to become saleable. 

Q Now going back to your first list that you gave us earlier, 


Absorption gasoline? 


A White gasoline or third structure? 

q Yes? 

A Tractor gasoline? 

Qi: Yes? 

A tractor distillatess 

ra) Yes? 

A Diesel fuels. 

Q Yes? 

A I think that was all. 

Q Pree Couns: And naphtha? — 
A Yes, a certain amount of naphtha. 

Q MR. FRA’ LEY: This last list which I 


will now repeat, absorption gasoline, third structure 
gasoline, tractor gasoline, tractor distillate, Diesel 
fuel and naphtha, is that your list of saleable products? 

b That is the list of saleable products which is obtained 
from this figure here. 

Q Now if we wanted to know what the spread was between the 
cost of your third structure gasoline, your Purity 99, 
and the price at which you sell it at Calgary or Beiseker 
or any other place, how much difficulty would there bef 
What would be our problem? 


A T know of no known method, Mr. Prawley, of breaking down 
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the cost over these different products. 

q Well it may only be a prelude to further difficulties 
we have to face. ‘orld it be feir to sey that 6.8769 
is the cost at the refinery of Purity 997 

a By no means. | 

Q “Why is that so? 

A ‘Can I explain it this way. Take eae side of beef in order to 
change the product. If one gets more for the hind end then 
the front end must necessarily cost less. If one gets more 
for the front end, as it happens in some particular localities, 
then the hind end will cost less. Consequently, costs can 
only be distributed over the products by taking the spread 
amd apportion your cost in proportion to the spread. If 
there is a bigger demand in this Province for let me say 
Diesel fuels, I can foresee the day when Diesel fuel might 
sell at a higher price than Ethyl gasoline. 

q We might call that Lesson Number 1 in the method of 
merchandising petroleum products? 

A Yés. 

Q You can resdily give me the figure at which you sell third 
structure gasoline? 

A Yes. The average price..... 

Q I do not care about the average price. You can tell me 
what you sell that for at Calgary very quickly of course, 
can't you? 

A 13 cents. Might I give the Commission the method used 
by different companies of distributing costs? 


Whish different companies, when you say different companies? 


& 


A Well, the method I am using is one that the - what was that 


Company that owned the tanks down here that went out of 


business. 
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The Regal? 

Zhe Regal. I had access to the Regal records at one time 
and I was able to obtain their method, which was, in turn, 
taken from one of the United States companies, of distri- 
puting costs over products, such as the problem we have 
before us. They take a differential in the selling price. 
They also take the volume of each product recovered and 
they multiphy the one by the other and then divide the 
final answer by that figure which gives a fairly accurate 
proportion of cost tc each of the products.. In other words, 
if a product is selling at a higher price then it must 

Dear Ss. Jergoer portion of the cost. . If .@ product isiseiiae 
at a less price it world then besr a less proportion of the 
cost. 

THS CHAIRMAN: Regardless of what it cost to 
produce tht particular thing in fact? 

Yes. One might say regardless of what it cost to produce 
that thing. 

MR. FR& SLAY: Mr. oorimgeour, you fix the 
Price at Calgary of Purity et 15 cents? 

THE GCHAIRMAL: I wonder, if it is not inter- 
rupting you, I wonder if you would let Mr.Serimgeour go on 
and tell us what other msthods that he started to use? 

You said oe adopted one method and you were going to speak 
of others? 

No. Luse the method I just described occasionally. 
Although for our own information, Mr. Gomnissioner, we 

teke our average selling price per month, we take our 
average cost per month and we take the difference and 


we know, therefore, whether ve are making money or losing 
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moneye that is all the breakdown that we make. I have 


@t different times broken down the cost under the method 


I just described by taking the differential in the selling 
price, by taking the volume produced, multiplying one by 
the other and then distributing the cost in that proportion. 
You have done that‘? 

I have done that, but we do not do it regularly because it 
does not make us any more money and causes quite a lot of 
extra istie 

More trouble? 

Yes. 

VR. FRA: LEY: Mr.Scrimgerur, so that I 

can understand it. I want to take these marketing products 
of yours. I have them here. Absorption gasoline, let me 
stop there. Is that an ordinary marketed product? 
Absorption gasoline is sold almost exclusively to other 
rorineries. 

But still it has a price just as defixitely as Purity 
gasoline has a price at Calgary of lé cents? 

Yes. 

Then ve have these products. Absorption gasoline, third 
structure gasoline or Purity gesoline’ 

Yes. 

Tracter gasoline, tractor distillate. I see in your price 
list tractor kerosene, is that the same? 

That is the same thing. 

Tractor distillate or kerosene. Diesel fuel and naphtha. 

Do you mean separator naphtha? 

°e have no separator naphtha as such. 

™ould not this come in under one of the other names? 


Refined trs¢tor fuel is another name we use for it. 


ae ey 


T=2 


10 
-7104- 

H. B. Sorimgeour. 

© | Oh I see, refined tractor fuel in your prices. Now if 
we had these products set out on the table here, in gallsn 
containers, you could easily tell me, and very quickly, 
whet the price of them was, the wholesale price selling 
to the public. You could also tell me - we put a label 
as to what those selling prices were and you could also 
tell me the average cost of all of those gallons vas 
6,8769 ih 1938*% 

4 Yes. 

Q that means that one bottle "4", container "A", sosts more 


than container "C" or "D", the average price? 

A I would not agree there. I would say they all cost the 

same. 

Q ‘You would say then we might just as well say that each 
and every gallon cost 6.8769 cents. Just S09 I will 
understand it, are you able to say which is the better 
way to take it, thet each of these gallons cost 6.8769 
er some cost more and some less, but you add them all 
and divide by the number of jars and that we would get 
698° eents? 


5: I take the attitude they all cost the same. 


q That simplifies it for me. So we have absorption gesoline, 
third structure gascline, tractor gasoline, tracter 
distillate or kerosene, Diesel fuel and the refined 
tractor fuel or naphtha, all costing you, as far as you 
are concerned, 6.8769 cents? 

A Gcrrect. 

q You put a price of 1¢ cents on one of them, Purity gasoline. 


You put a price on another one of them, tractor gasoline 


«ef 13 cents; a different price on another one of then, 
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H. B. Serimgeour. oes 
tractor kerosene or distillate 12 cents; and you put a 
price on another nne of refined tractor fuel 94% cents; 
you put g price on anotter one Number 1 Diesel, which I 
presume I have been calling Diesel fuel of 10 cents, 
There is a different price for almost every different 
product? 

y.) Yes. 

q Has thet price you have put on them any relation to the 
6.8759 sents? 

yy No relation whatever. 

Q How are the price labels put on? 

A By the prevailing market price, determined largely by 
the major companies. 

Q So when you want to put price labels on your six sontainers 
of petroleum products, I presume that document, Exhibit "257" 
is at your right hand? 


$ That is so, ys. 


SY 


The Imperial Oil price list. 


£) 


THa CHAIRMAN: When you say "fixed by the 

major companies", will you explore thet? Is it the Imperial 

that fixes it or if it is other companies who are they? 

Q MR. FRALEY: You mean nothing mofe or 
less, I suppose than that sheet Exhibit "257", or do you? 
Yes, I would consede that. 

@ It is just this price, which varies from time to time - 

this is the one that is current at the moment, and it has 

been effective since the 8th of September 1938. 

THE CHAIRMAN: Whieoh is Exnibit coy"? 

Me RRA LEY: Yes. 

THi CHAIRIAN: The Imperial price list? 
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VR. FRAULSY! Yes. It is a ten page 
document. By the way if I might be allowed, this has 
not only my own name soribbled on it but some other 


notes. I will put a clean copy in. I have a clean 


Copy. 
THE CHAIRMAN: Yess 
MR. FRAWLEY: So that to get down to a 


@ompareble product with the ones that - of course fitst 
of all dealing with the first and second structure 
gasolines, the ones you purchased from the Maple Leaf 
Petroleum. You have no option about that? 

No option at all. 

that is just an automatic proposition. Now with regard 
to the first structure gasoline, you regard the product 
whioh the Imperial is selling in Calgary at 19 cents, 
and wiioh the Imperial calls Esso you regard 

your Renown Ethyl as the same product? 

Yes, the same product. 

Let us have no mistake about that. Is it so far as you 
are ooncerned the same product? 

I cannot answer thet question. 


Perhaps Mr. Jones will answer thet for us. 


(At this stage the Hearing was adjourned until 2 P.M.) 
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- (SXAMINATION OF MR. SCRIMGEOUR CONTINUED BY MR. FRAWLEY) 


Q 


MR. FRAWIEY: int. Scrimgeour, I was talking 
to you ahout the relationship, if any, between your 
costs and your prices just before noon. I think, 
perhaps, I might now ask you to put on the reeord the 
specifications of these gasolines of which we lve been 
speaking; I show you a document which your company 
Supplied to me some time ago, are you content to have 
that go in as the specifications of these products? 

Yes, this is correct, prepared by the sales and refinery 
department. 

This is entitled "The specifications of all grades of 
gasolines, tractor distillates, etc., marketed by 

your company. By specifications, I mean generally 
speaking, the octane rating, the initial point, the end 
point @nd the A. °. I. gravity " 


(DOCUMENT PRODUCED HERE 
MARKED «aS EXHIBIT "261". ) 


MR. FRAWIEY: This is really to check against the specifica- 
tions of the other companies when we speak of comparable 
prices. wow, I notice there, Mr. Secrimgeour, some of 

the specifications are blank with regard to the gasolines 
in the lower branches, only witn respect, of course, 

to the octane rating, and you might explain that very 
readily, why there is no octane rating of any prodact 
except those you purchase from the Imperial? 

Purity gasoline octane rating is given; the others we 
have no octane measuring machine. I understand they 

are very expensive and these were obtained by sending 
samples down to Kunsas City. 


Yes, with respect to those products. How about, for 
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instance, the products you buy from the Maple Leaf, 

are those specifications as given to you by the supplier? 
Yes, as given by the supplier. 

Then with respect to the other products, you did not 
send them to Kansas City, so you have no octane rating? 
We have no octane rating. It is a question which is 
seldom ever asked of the lower pioducts. 

The others are the results of analysis made in your 
own laboratory? 

Yes. 

The end point and the initial point? 

Correct. 

And the A. ». I. gravity. Now, I was asking you this 
morning as to the relationship between the cost and 
price, and you told me this morning that we had here, 
visualizing a gallon jar containing all cf your producta, 
and you told me so far as you were concerned they each 
and every one of those gallons cost 6.8769 cents, that 
te. Sop aise t? 

That is the average price of all the products. 

That is the average price of all the products? 

Yes. 

That, of vourse, is a little different then from saying, 
is it, that one, each one cost 6.8769 cents, is it not? 
There is a shade of difference, Mr. Frawley. 

Yes, and what is different, why is there any difference 
about the matter, is it because you do not really know 
precisely what each one of them cost? 

Yes, I know of no method of determining the actual cost 
of each of the products. 


Because they are joint products? 
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A That is correct. 
THE CHalRMAN: I wonder if we could learn 
about that. We are going into costs, and for my part 
I do not understand the ynrocess from the time that the 
oil comes out of the ground to create these various 
classifications of which we have been speaking, I mean 
worpsey, for example, erude oil is converted into one of 
these products; now, if that one step was the first step 
and a severable step, now, one could understand what 
that might cost. 
MR. FRAVIRY : Well, that is just the 
difference, because one of them----- 
THE CHAIRMAN: You might apply 4a greater 
cost to it for accounting purposes, but if that were a 
Singic, severable step from the crude oil, certainly 
one wuld know whet it cost in fact, whether it be 
proper accounting to assign that cost to it or not. 
MR. FRAWLEY: There is such a thing as 
that, the simple operation of taking the crude and getting 
a product from it right away? 

A Getting serous vroducts. 
Is there not an operation whereby you get a first product 
by putting the crude oil into the distillation unit, 
I am speaking of straight run gasoline, am I right or 
am I not? 

A Well, I am not a technical man and I am only answering 
from my knowledge of accounting as the reports come in 
to me. 


Q Yes? 
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A And I understand that from each barrel of crude there 
are always several products recovered. 

Q Oh, yes, indeed; yes, but the Chairman had in mind a 
separate operation to get a Single product, if that is 
possible, and I am only putting it to you as I understand 
the operation, you charge crude oil to your distillation 
stills? 

A Yes. 

And the first, at least the first and simplest operation 
is to take off straight run gasoline;; now, is that right 
or am I wrong? 

A The by-products which are left have a value. 

Quite, but just endeavouring to separate that one operation 
arbitrarily from the rest, do you not get one product 
first, namely, straight run gasoline, with the residue 

to be further refined, of course? 

A T am afraid I cannot answer, Mr. Frawley. 

Q Well, I only did it because I thought it might help 
assist the Chairman. 

MR. FRAWLEY: I am wondering wle ther or 
not we are pressing Mr. Scrimgeour too far and not, 
perhaps, serving any purpose in the end. I know, Mr. 
Chairman, what is precisely in your mind, and I had in 
mind, if we had not just started this way, - and I do not 
regret that we did, I think we can get some advantage out 
of a simple discussion with Mr. Serimgeour, - but I do 
not think this is one of them, I had in mind bringing a 
technical man and explaining the refining operation 
separately. That may have beena gocd way to start 

but Mr. Serimgeour more or less came in ta oblige us 


and I da not want to press him too fare However, I do 
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think we can still get some help out of this question 

of the relationship of costs to prices, but perhaps it 
would not be fair to press uwr.Serimgeour any further 

than that on the refining operation. 

Tad CHSIRMAN: ihere may be nothing in 

it but it struck me if out of one operation you got one 
of these products that you sell, that the cost of that 
Eroduct would be the expense you were aie to after dedus- 
ting the residue, the sale price available on what you 
have left. 

MR. PRs Diy: Yes. Of course, I think 
that you have put your finger rignt on the fundamental, 
what shall I say, you have put your finger on the heart 
of the difficulty if there be one, because you certainly 
get a product there which you should be able to calculate 
as to wha t it cost wou, but it is the residue which is 
there, and the difficulty is to know what each of them 
cost you; if your business was to obtain that first 

cut of straight run gasoline and if the rest of it, you 
took and threw it into the sewer and was finished with 
GE 6521 ote 3 

THs ChATRUAN: why not sell itr 

he FRA Lu: then you have to relate 
what you sell, supposing you just had two products, you 
put those into the distillation unit and you get straight 
run gasoline, which comes out over the top, that is the 
straight run gasoline and supposing the rest was just 
fuel cil for roads, just two simple products, it is not 
as simple as thet of course, but Supposing it were? 

THE CHAIRMAN: Yest 

MR. FR LEY: It costs something for the 
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erude oil to start with. 

THs CHAIRMAN: Snd I immediately made it 
into gasoline, and I had something left, and it costs 

me something to make the gasoline and I sold the some- 
thing left and that would be subtracted from the cost of 
the gasoline, and I woald know exactly what it would cost 


for making the gasoline. 


MR. FRiWLdY: | That is true. 

THe GHAIRMAN: Which I had for sale. 

Mag. aa" Bey: And thet way of arriving at 
costs is practical, that is very simple, that is what 


Vir. Cottle has often described to me ss "the by-product 
method of cost".of petroleum products and that seems to 

be awfully simple and it is simple. 

THe CHAIRMAN: It is so simple that perhaps 
it is not practically possible. 

Meer COLTS s gas Bes practioal, Six, 

but it leaves the question of how much the residue cost 
youe 

TH? CHAIRUAN: DO I. Gare AT Tekno what 2 
get for it, assuming I get the best market available. 

MR. COTTLE: You might not sare either 
whet the gasoline cost you so long as you sell the gasoline 
and the road oil or the fuel o11 for sufficient money to 
make a profit. If you are concerned with what the road 
oil costs you you would be concerned with that, and then 
deduct the gasoline. 

TH? CHATRMAN: That is quite right, but 

@s I understand it, and it was suggested by the witness, 


that it has no true relation to cost at all, that it turns 
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entirely upon the market demand for a certain product 
creating a certain market for it and then you arbitrarily 
allocate the cost in regard to whet you can get. 

MR GOTIL#: The method, Sir, is to 
apportion the cost of all products over a certain 

period on the basis, for instance, Mr.Scrimgeour's 

6.8 some cents, that amount of money represented by that 

is apportioned to several products in a certain proportion. 
THi CHAIRMAN: And that proportion though 


is a purely artificial one. 


VR. COTI4Le:. It is one depending on the 
value. 

THE CHAIRMAN: Depending on price, the selling 
price, 

WR. COTILE: The selling price, the value 


to the person. 

LIN goes Might I say, Mr. Chairman, 
that we are not interested in the recovery of fuel oil, 

we are interested, however, in the recovery of gasoline 
and distillates and other fuels; in other words, we 

bave a market for all products. 

THE CHAIRMAN: Oh quite, and you ere carry- 


ing on one operation aS one company. 


“TiMssss Yes. 
TH: CHAIRiLAM: Sherefore you do not care 


but I was thinking of our own problem, we are asked to 
find out for example, what it costs, assuming thst we 

ere asked to find out vhat it costs to produce a barrel 

of erude oil, then we have to Dia ad ahswer; we are asked 
what it costs to produce a barrel of gasoline or a barrel 


of distillate, it is not good enough for us to say that 
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Scrimgeour and Mayland may do this all in one thing 
together, they do not care. Now how do we go to find 
out from an accounting standpoint, woulcé you say, what 
it costs to produce, regardless of vhat you sell it for, 
to produce a gallon of gasoline? 
“ell if the Commission would state definitely that they 
wished the cost of a gallon of gasoline...... 
Gr cride or any of these things: 
then I think the t eould be determined by the method which 
Mr.Cottie has mentioned but the evidence which I have 
been giving is the cost of all our products. 
I uhderstand that. 
But if the question was vut definitely I think I could 
undertake to give an answer to vour question. 
From the figures which you have in your books at present 
vou Gould, you think? 
Yos, without very much difficulty. 
Me. COTILEG: whet would be the basis of 
the metiiod of your determination of that? 
I would deduct the selling value of all the other products, 
and divide the value of the residue by the amount of the 
gallons of gasoline; in other words, as the Ghairman 
mentioned a moment ago, we would deduct tne value of the 
by-products and then divide the net cost by the number of 
gallons of gasoline. 
Pitch a hey ete: And then if you wanted to 
get the cost of a barrel of the next product? 
You would reverse the process. 
It is applying what Mr. Cottle said you might do, in 
other words, using the by-product method? 


Using the by-product method. 
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THE GHA IRMAN: Now, Mr.Serimgeour,says 


without a great deal of trouble he can make that tabul- 


ation? 

MR. FRALEY: I am going to ask him to 
@o it, 

THE CHAIRMAN: “e-would like to have it. 
hie PRADA ys And I am not missing any 


such offers as that, so iir.Serimgeour I would be very 


much pleased if you. would endeavour to work out some- 


thing. 


I will endeavour to produce that. 


THE CHAIRMAN: | Od rae v the se products? 
Yes. 
MAJOR LIPSETT: | Mr .Servmgeour, when you 


are. doing that, you used the expression that first of 
all you get the cost and then that you would deduct the 
selling value? , 3 

Of the by-products. | : 

Of the by-products? | 

Yes. 

When you say "deduct the selling value" joeadtt tha t 
mean under the term "selling value" the cost plus what- 
ever profit you get on it? 

Yes, that is correct. 

So you would have e profit on the sale of the by-products? 
Yes. | 

“hich again would tive to be applied towerds reducing the 
price of gasoline, would it not? 

Yes, thet is true. 


I suppose you just have to make some sort of ¢ adjus tment? 
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A You would have to ascume..... 
THE CHAIRMAN: He would heave no profit 
on that to reduce the price of sasoline. 
WAJOR LIPSL TL? - Yes, but they sell that at 
a particular value. 
THE CHAIRMAN: But the cost of the gasoline 
would be what it cost to perform his operation after a 
decuetion of whst he gould get for the residue over and 
above the gasoline that he has at the moment, whatever 


it may be? 


A Yes. 
& Lie FRAWLUY: Loes mr.cocrimgeour under- 


Btand, he is..... 


& You would have to ascume, Mr.Commissioner, that there was 


no profit in the by-products. 


Tia CHAIRMAN: txactly. 
MAJOR LIPSET.L: Which might not be a correct 


assumption? 

B ‘ell if your premise is thet your profit has to be all on 
the gasoline then the by-products should have no profit 
but it is purely an arbitrary method. 

CHB IRAN: But you would knot what, if 
you were only interested in gasoline: 

A Yes. 

And nothing else? 


C ee) WENT Py Thst would be the method 


by which you would arrive at the price cf &@ barrel of 
gasoline: 


A Yes e 


At least the cost of a barrel of gasoline’ 
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A Yes. 


q tf you had no other interest? 

A That would be the correct method of arriving at the cost 
of a gallon of gasoline. 

G Disassocia ted from all others?, 

eee ok ie tee Oly (Cea Nes 44 ss 


You might explain what the first step would be? 


2 & 


I vould take our sanufecturing cost as alre: dy submitted, 


i 


Mr. Frawley. 
You mean before you reduced it to barrelst 
Yes. 


The total manufacturing costs? 


The total manufactwring costs. 


On Bxhibit...o.-. 


£) 


Or pxbroie. "259%. 
$514,000.00 odd? 
Yes. 


Yes? 


- © Fe DD & 


Then I would have to deduct the money received from the 
sale of our other products which we are now calling "by- 
products", 

+ All products other than gasoline’ 

A All products other than gasoline. 

Gi Yes, I was troubled about thet first step, that is all, 
and without pursuing it unless Mr. Cottle has something 
to ask you.....-. 

Q fins GOL ita? I think we should pursue 

that a little more so we will understand what we are 

getting when you make the calculation, when you do compute 


the cast of gasoline on this by-oroduct method by deducting 
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SY 


the realization from the distillates and Diesel oils 
and all products other than gasoline, will you not 
have the selling price of the gasoline less the entire 
profit, as the cost of the gasoline?’ 

foe GH TRMUBTS say that slowly again, 

Mr. Cottle? | 

Bey Merk ois? “ould not the result, the 
cost of gasoline which you would arrive at by this method 
be equivalent to the selling price, not the selling prics, 
the realization from the sales of gasoline less the total] 
profit on all products? 

Yes, I think thst would be the result, wr. Cottle. 

In other words, you should arrive at the figure which 
you have in mind simply by deducting from your sales of 
gasoline the total profit which you kno was enjoyad on 
all products? 

Yes. 
And you would arrive at 4 cost of the gasoline, much 
lower than you would ore to sell gasoline at, evenafter 
acding what you might consider to be a reasonable amount 
of profit on the gasoline? 
Yes. On thet one question, hx. Cottle, have you thought 
how the overheed should be tre2ted in thet case because 
it costs us somthing toe sell the by-product, should the 
overhead be all charged to the one main product, the 
gasoline ie ane are talking about. 
“ould it matter, Mr.Scrimgeour, where you put the over- 
head, because the net result of what you are doing by 
this method is arriving. at your total cost of everything 
including ovexhead’ 


Yes. 
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Q And deducting from it what you realize from distillates 
and the other products which for this purpose we are not 
interested in, so that if you applied some of the over- 
heed cost to distillates and products other than gasoline, 
you merely reduce the realization from them, which you 
in turn deduct from the total cost which you are applying 
to gasoline? 

4 Yes, the net answer would be the same would it not? 

a The net answer would, I think, be the same if you agree 
with that suggestion, that all you would have by this 
method would be the total realization from gasoline less 
the total profit, which in turn assumes that all of the 
profits enjoyed by the business were derived from the 


sale of gasoline?’ 


4 From the sale of the one product. 


Gq Yes? 


A Yes, that is my understanding. 


(Go to Page 7120). 


4% | ch iy i b; 
+> ia = ae OMe er 
‘re YL ece ’ ae ‘ Shy 
4S “ye, SRR GR ¢ aoa ~ c 
a: ee i A 
iy 
ue . ry of oe hee I . \ : F ; 
RVR sth ; ‘ a a! ea ee, at 
4 ; a Ts at a) 
wea ae AN Aba 
ft a te ‘ Se te 
oh 
eS ict 
7 uw 
a kbaa - 
> -~ 
q ; 
rs Nye ." 
' f Lae 1 eee 
it be 2 cles MU aa a 
A yh ad th ris) rg 
coed Bes rs eA , Sa GF & DY he Oo 
. ; oe - * be 
y # oe i 9 
: ’ M f ais a hg * ; . / 
j - 
7 red: 
/ BR es ase 
‘ BOG Neat aN sn : 
7 4 
J 
i 
aM: rhe Ne Ge i Ree Sy 
¢ 
hans 
4 ay | ve he Sa 3) 
: Fi, oe vine 
Sat cf SE 8 ha geracey a le 
% ei ree ane te 
: 
i - sa j 
he - pcr 
ki i ent ae ss pen age ray aay 
eee a ce Ty catia RR ON SOUR Se Bieta, aes Ay We Sore 
/ 
a he foe f 
ihe ’ 
ave Sieg ; 
ran 0 ~ ” - 7 
poeta ks WRT NG ce 
> ’ 
, 
v s 


TAR ay : k ey ri ra . 
a \ ~ "ia ‘ — ce : Nga’ 
7 5, Myke Sa ae aa ‘tt a aa 
he ts Ly 


te baie Ws Here ahiies ‘Tay, vik 

Ld ie Mart ! as “ah 

; 2 Tx Nag glk ty 4 fos aah 
Oe Sis a o Uri ees ‘Sy Me 

F vee 


-7120- 

H. B. Surimgeour. 

@ Now, do you think it would be fair to assume that all 
of the profit enjoyed by your company was derived from 
the sale of gasoline? 

A No, 206 not think that is fair. 

Therefore, would you think thet the result arrived at 
by this method would be of any use to this Commission? 

A No, excent insofar as Mr. Chairman has requested that 
we have it. | 
THE CHAT RMAN: Whether it be of use or not, 
we would like to have it. We think it may be? 

A ifight I suggest that Mr. Cottle and I get together, Mr. 
Chairman? 

Q Ye have not the slightest objection. 

On this thing, and see if we can ----- 

See he does not lead you astray. 

MR. COTTLE: I wish to make it clear, 
I am not attempting to interfere with Mr. Scrimgecur 
making a computation. But I really wish to get some- 
thing on the record so that the computation when it 
is made will be better understood. 

THE CHAIRMAN: Weare only -eullty Jor 
pleasantry, Mr. Cottle. 

MR. COTTELE: Perhaps, we shouad defer 
this examination until the computation is made? 

THE CHAIRMAN: . E thank ‘so,, It) ts eleaes 
what I have in mind, without any elaboration on it. 
wnat I have in mind is, supposing you were only in 
the gasoline business, you would certainly want to 
know what it cost you to produce a barrel of gasoline. 
If you were only in any one of the other businesses 


the same applies. That is what I want a tabulation 
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H. B. Serimgeour. 


about, unless my friend has something more to suggest. 
it may not be of value, but we need not diseuss that 
now. It is worth while having it before us amd then 

if it is wrong---- 

MR. FRAWLEY: Yes, then if it has to be 
Bogected, alle right: It might lead on to something 
more enlightenire. Mr. Scrimgeour, do you think 
these products which vou say all you know about is that 
on the average they cost you 6.8 cents a galloh? 

A That is correct. 

So that there is not any basis or way just at the moment to say 
that 3rd structure gasoline is better than heavy 
distillate? 

Petes, tuna 1S) correct. 

Q Intrinsically. You are not concerned with the 
intrinsic value of these things, the power units there 
may be in 3rd structure gasoline, the thing that has 
been selling for most as against the power units 
there might be in samething selling for less? 

A No. 

Different things determine the price variation 

that you have on these products. AS you say, alk you 
really know is that on the average they cost you 6.8 
cents? 

A Yes. 

Q Now, you proceed to sell them. That is i'r. Jones! 
department, the sales department. They sell them. They 
have to sell them for something. How do they put the 
price labels on them? 

A We sell to different classifications of customers. We 
sell first of ail to refineries. We sell to jobbers. 


We sell to dealers and then we sell to retail service 
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stations and farmers. 

Taking a particular kind of business and a particular 
product. How is the price arrived at? Take your 
best gasoline that you make, 3rd structure gasoline. 
You are selling it to retailers. First of all, what 

is the price, and tell me how you arrive at it. ‘that 
is your price on Srd structure gasoline to retailers 

in Calgary? 

Well, we use the posted tank waggon price list issued 
by the Imperial Oil. 

Then, just to put it on the record, you sell your 3rd 
structure gasoline in the City of Calgary at? 

13 cents. 

Well, net? 

12% cents net. 

At 18% cents net. Now, I find on the shact you gave 
me, it is 15 cents. All right. Now, looking at your 
own material and just answering the question from what 
you know about it, you sell your 3rd structure gasoline 
in Calgary to retailers at a price of 13 cents? 

13 cents per gallon, yes. 

Now, I do not want to get into further difficulty of 
whether or not you sell at a cent off to dealers who 
sell only your products. Do you? 

Might I suggest in connection with prices that the sales 
department be put on the stand? 

That is only fair, and I] am sorry. 

THE CHAIRMAN: What shall we put down for 
3rd structure, 12% cents or 13 cents? 


13 cents. We had the wrong table when I gave you the 
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12% cents. 

MR. FRAWIEY: Let me ask you this. 

That price of 13 cents that you charge to a retailer, 
either with or without discount, that price of 13 

cents is not set having any relation to the 6.8 cents? 
By no means, no relationship whatever. 

No relationship whatever. Do you take part in any 
conferences at which these prices are fixed, or dnes your 
company fix these prices as a result of a conference 
between departments? 

Not that I am aware of. 

In any event, you are not asked to advise what Purity 
gasoline is costing. You are not asked to endeavour 

to find out what purity gasoline costs before Mr. Jones 
puts the 13 cents. labelon it? 

No. 

MR. COMMISSIONER LIPSETT: I suppose that means that 
once the imperial fixes the price for their 3rd structure 
comparable gasoline, you could not sell yours at more, 
You might sell it at less? 

Yes, it would be very hard to sell it at more. We would 
if we could. 

MR. FRALEY: To, finial, i ty. Lf rthigik tb wid 
ask you to put on the record a list of the prices of 
your products. Does that sheet show the prices at which your 
products are sold? 

Yes, this was prepared by the sales department and submitted, 
I think, already. 


Well, it was submitted to me. 


(LIST OF PRICES FOR ALL PRODUCTS 
SOLD BY GAS & OIL PRODUCTS COMPANY 
LIMITED IS NO MARKED EXHIBIT 
126504) 
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THE CHAIRMAN: it is called what? 

MR. FRAWLEY: pices of all grades of 
gasoline, distillates, at each wholesale outlet in 
~lberta by Gas & 0i1 Products Limited. 

Q And you say that they bear no relationship to cost? 

A Yes. 

Q Mr. Scrimgeour, I want to run through «= certain statement 
in Exhibit "258", that is of your financial statements. 
THE CHAIRMAN: You do mt happen to have an 
extra copy of that, do you? 

A Yes, I do, Mr. Commissioner. Not the full one, but the 
revenue account, which is the one under discussion, and 
already submitted. 

Q MR. FRAWLEY: I want to discuss with the 
witness, Mr. Chairman, this statement called "Revenue 
Account", which you have in front of you. The statement 
that has just been handed to you and which is part of 
Menipis "250". “It might be marked separately. Dbisee 
no reason why it may not be useful to mark it separately, 
because it has not been paged. If we could call ita 
page-----1l wonder if Mr. Scrimgeour should not do that. 
Would you mind just paging Gxhibit "258" and then we will 
give this particular sheet a page number. I was pro- 


ceeding to discuss the revenue account for 1938. 


THE CHAIRMaN: - Bxhibit "258" and page what? 
MR. FRAWLEY: Pages 6 and 7. Now, Mr. 
Scrimgeour, let me say this Exhibit "260", «r. Chairman, 


is an analysis of pages 6 and 7 of Exhibit "258". 
THE CHAIRMAN: Rxhibit "2e0"7 
MR. FRAWORY: Exhibit "260" is an analysis 


of that statement, and I will take the witness through 
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these twc pages, 6 and 7, in @ general way. 

Mr. Cottle, at whose request Exhibit "260" was prepared, 
which is really an analysis and a number of. breakdowns 
of the two sheets, pages 6 and 7 of Exhibit "258", 
will take him through the analysis. 

Mr. Serimgeour, dealing with this revenue account for 
4938, this shows the result of the operations of the 
company, does it not? 

Yes, for the twelve month period onding December 31st, 
L998 . 

Now, going down to the last figure on page 7 I find that 
the net profit for the year for your company was 
$69,750.69, the net profit, that is correct? 

That is correct, yes. 

But some of that profit was earned in operations which 
were not, strictly speaking, related to the business 
of manufacturing and marketing petroleum products? 
That is correct. 

To what would you direct our attention principally in 
that regard? 

Meaning, Mr. Frawley----- 

Where on the statement would you direct our attention 
to find the operations and profit on the operations 
which were not particularly related? 

They are shown at the end of the statement. Lf. you 
notice on page 7 we bring down the item, $57,194.70, 
which is the profit derived from our marketing and 
production operations, 

Yes? 

Of petroleum products? 


Yes? 
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The other items are extraneous and they total $12,555.99, 
making up the grand total of $69,750.69. 

While this money was properly earned, and these businesses 
were properly carried on, so far as the Commission is 
concerned would it not be right for them to take the 
figure of $57,194.70 as being the net profit of your 
company in the business of marketing and----- 

Yes, that would be the correct basis. 

Then I want to call your attention to a further item 
which I suggest is extraneous and should be at least 
discussed and explaincd to the Commission. You see that 
on page 6, sales for the period. The second item there. 
Crude oil, 7,582,149 gallons sold at a gross figure of 
$268,878.75. That is so, is it not? 

Yes. 

That is the figure to be related to that figure which 
youstind inethe-third.subdivision -on,page ,6, )"To 
Purchases", crude oil, 7,593,266 gallons, which you 
purchased for a total of $244,300.16, that is correct? 
That is correct. 

I notice there is a slight difference in the gallonage. 
That can be explained, I suppose? 

The opening inventories, Mr. Frawley, at the beginning of 
the year, and the opening inventories at the end of the 
year take up the difference. 

You made a profit then of what, would you say. I would 
rather have your figure than one I might make up. 

What would you say was the profit you made on that 
particular item of purchases and sale of crude oil? 


T have not the analysis in front of me. Could I have a 
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copy of that to answer these questions? 

Q Yes? 

We made a gross profit on the sale of crude oil of 
$24,842.90, but that by no means represents the net 
profit on that item. 

What adjustment must be made? 

A This crude oil is crude oil which was purchased for 
resale to other refineries. It was purchased mainly at 
Turner Valley. 

Q Yes? 

A We had to haul it into our loading warehouse and it 
cost 28 cents a barrel. ‘Ye recovered of that 28 cents, from a 
customer 20 cents a barrel So that we lost on that item 
8 cents per barrel on every barrel of crude which we 
brought into the City of Calgary. Then on top of that 
we had our loading charge at our Calgary warehouse, 
which we have computed at 2¢ cents per barrel. 

Q The reason I am mentioning this crude wil operation 
primarily is to suggest to you that it also should be 
excluded from whatever pro“its you made, whatever net 
profits you made should be deducted from the net profits, 
to which you have directed our attention , $57,194.70, 
if one is only concerned----- assuming with me, for the 
moment, that the Commission is only concerned with what 
you do as a refiner, producer and marketer of petroleum 
products? 

A Yes, that is correct, Mr. Frawley. In order to help 
the Commission I have prepared an analysis of our revenue 
account showing the gross profit made by each product. 


Q Yes? And that is what is shown in Exhibit "260"? 
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The overhead has also been distributed over each 
product, and the net profit arrived at, which was 
made by each separate product sold, and the sum total 
of the net profits ties in with this Exhibit page 7, 
nO 004.6 70. 

Then, Mr. Scrimgeour, - 1 said, Mr. Chairman, a moment 
ago, I would discuss generally pages 6 and 7 with Mr. 
Seringeour. I also told you Exhibit "260" had been 
prepared at Mr. Cottlo's request. I think it would 
help if Mr. Cottle went through with Mr. Scrimgeour 
Exhibit "260" because I find I am going to be over- 
lapping, because I am commencing to discuss the very 
things that are all analyzed in Exhibit "260". 

THE CHATRMAN; Very good. 

MR. COTTLE: Mr. Serimgeour, would you 
Mind just explaining the purpose of Exhibit "260" iy 
relation to that part of Exhibit "258", which is page 
Gasnd page (.of Exhibit "258"? 

The purpose, Mr. Cottle, was to arrive at the gross 
profit made on each of our products sold and also the 
net profit made on each of our products sold. 

In the gross profits on trading apnesring on Exhibit 
"260" ig shown as 8233,638.08. Would you mind relating 
that figure to the same figure which may appear on 
page 6 of Exhibit "258"? 

Yes. If you notice, Mr. Cottle, on Exhibit No. 6, 

at least pae 6 of Exhibit "258", our auditor shows a 
gross profit of $13 ,163.31. But he has already 


deducted commissions, trucking, sales tax, Calgary 


T-3 
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warehouse expense, and bulk station expense. In 

order to make a very clear picture of the enalysis 

I included these as what I might say overheat and in 
order to make the distribution over the different. 
products. and if you will add that to that figure, 
you will find you get the same answer. 

Now, we gan say then, Mr. Scrimgeour, that the gross 
profit on trading of $233,638.08, as shown on Exhibit 
"260", is the difference between the total sales on 

page 6 of Exhibit "258" shown at $1,040,415.53, and the 
item of $806,777.45 appearing on the same page. There 

is no uotation opposite the igem $806,777.45, but it 

is the sum of the inventories at the first of the year, 
the cost of manufacturing gasoline, and the purchase 
cost of gasoline and all products, less the value of the 
inventory at the close of the year? 

The closing inventory, yes, that is correct, Mr. Cottle. 
The inventory figure on Exhibit "260", $74,156.59, 
appearing on the first line in the total column, is 

the same item as that appearing on page 6 of Exhibit "258"? 
That is correct, yes. 

Comprising five items on that page, is that correct?. 
That is correct,yes. 

Then, vt. take: i t----- 

MR. CCMMISSICNER LIPSBTT: That 74,000.00, is that the 
inventory on the lst of January? 

MR. CCTTIE: 1st of January, 1938. 

Then on Exhibit "260" you have divided that amount umer 
several headings, namely, gasolines, distillates, 


naphtha, $67,620.62, and lubricating oils, 94,975.08; 
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greases, 467.84, and sundry, $1,093.05. 


arbitrary apportionment there, is there, Mr. 


That is an actual inventory 


our different departments. 


In respect of lubricating oils, greases and 


a io05 


There is no 
Serimgeour? 


measurement as supplied by 


sundry, 


I presume that the valuations are at cost, are they? 


Yes, at the cost price, yes. 


MR. COMMISSIONER LIPSETT: 


now, Mr. Cottle? 


WR. COTTLE: 


Pene OL. BxovoLty "B60". °° You 


figures under the heading 
Greases and Sundry." These 
Mr. Scrimgeour, the cost of 
had on hand at the first of 


On hand at Janu: ry ist, 


“Which item are you doing 


We ave Stil on tne fires 
will observe the inventory 
of "Tubvicating Olis, 
figures represent, do they, 
those products which you 


the year? 


1938. 


Q And with reference to the inventory figure of $67,620.62, 
would you mind describing how you arrived at the value 
of the inventories represented by that figure? 

A Would you mind repeating that figure? 
The item of $67,620.62, being the value of the inventory 
of gasolines, distillates and naphthas? 
No, the first item, $67,620.62? 

A That is gasoline on hand at Turner Valley and at all our 
other points at the average cost for the year as shown 
by our statement here. 

Q You value for inventory purposes then, do you, all products 
at the same per gallonage figure? 


A Yes. 
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The next line opposite the notation "Manufactured" 
shows an item of $514,655.33. ‘hat is that item in 
Peiaelon VO MKD OL boomer ce 

That is an item, as shown on that Exhibit, as the 

cost of gasoline manufactured and already submitted 

sO) che Commission “in Exhibit No. "259". 

I observe that of this amount you have placed under the 


heading "Gasolines, distillates, naphtha",the sum of 
$503,165.21, the balance being put under the heading 

Ore (rue OI! ald ago. Fe. Would you mind explaining 
how you arrive at the amount to place under each of these 
headings? 


(Page follows.) 
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Ve have as a by- product, what are known as “bottoms", Ye 


place no value on them only and unless they are sold. During 


the year we sold bottoms to the value of “11,280.12. 

Is that the item, Mr. Scrimgeour, appearing on page 6 of 
Hghibit 268 under the sales for the period? 

Yes. 

674,163 gallons, the sale value 11,490.12. 

That is the same item Mr. Cottle, and in making the division 
as you requested, I thought it only fair that the gasoline 
Should get a reduction in value for the sale of this fuel oil; 
in other words the method which we vee G@iscussing a few min- 
utes ago of the by-products. 


In other words for the purposes of the nreparation of Exhibit 


260 you have considered the bottoms which you term fuel oil in 
this Exhibit as being purely a by- rroduct and thet none of ‘the 
froril 1s made. on the salevof the. fuel oil. 

miata correot...of fuel oil. 

And therefore you have consicered that all of the profit on 

the products derived from th: operation of your refinery and 
absorption plant was made on the products, gasolines, distillates 
and naphtha. 

That is correct, Mr. Cottle. 

And that is also on the assumption that the fuel oil cost-view, the 
sum of money which you realized for it? 

Yes. 


The next line, "purchased", has the total item of $325,072.31? 


Yes 

Where does that item appear on exhibit 258, nage 6? 

You notice that there is a separate item on that sheet "to purchasers 
and then underneath “gasoline” "crude oil" "“distiliavea” 


"lubricating oil" "grease" and sundries", totalling 325,072,351, 


which is the figure under discussion. 
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Yes. Now what is the basis of your apportionment of the 

cost of all products under the heading Of Vem G5 ao Ol whee 

£ really mean is, is there any arbitrary basis of ayportion- 
ment or have you put under those headings the actual cost or 
the product? , 
in my purchase journal, Mr. Cottle, I have headings for all the 
different products which were purchased both gallons and 

money and that is the sum total of the twelve months purchases 
it is the actual figure. 

And ihe figures correspond with the various figures given on 
page 6 of Exhibit "258". do they? 

That is correct. 

The first item, gasolines, distillates, naththa, $53,846.52 
where does that appear on page 6 of Exhibit "258"? 

Is it not the sum of the first item, gasoline, $52,721.72, yes 
and the third item distillate, $1,104.81. 

And the other items are shown individually on page 6 of "258" 
and can be reconciled. 

That is correct. 

The inventory December lst, 1938, $107,106.78 I take it is the 
same item as appears on page 6 of sxhibit "258" and tmt the 
items in the various columns of Lxhibit "260" are the same as 
those appearing in Exhibit "258". 

Yes, they are the same, Mr. Cottle. 

And those inventories were valued on what basis? 

‘That we call the cost basis, if I remember correctly, I have 
not a detailed copy of the inventories in front of me. 

Would the same remarks apply as you mentioned with reference to 
the opening inventory? 

Yes, they are valued as nearly as possible at cost, as we 


could arrive at» 


And did you make any differential in cost between gasoline, 
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distillate and other products which you manufacture? 
A By no means. 


Well then deducting on Exhibit "260" the cost value of 
your inventory at the conclusion of your period you arrive 
at the cost of goods sold $806,777.45, does that figure ap+ 
pear on Exhibit "258"? 

A Yes it does, hir. Cottle. If you look on the item called 
"Less Inventory December 3lst, 1928" at the end of that 
column of figures you will notice that it is extended out 
as $107,106.78 and deducted from the purchases, it leaves 
that net figure of $806,777.45. 

Q Yes, the sales shown on Bxhibit "260" are also the sales 
listed at the top of Bxhibit "258"? 

A Yese 

Q So that Exhibit "200" m totO® corresponds with your finan- 


cial statement? 


A The financial statement prepared by our auditor, Mr. William 
Ireland. 
Q Yes. Now the result is, as we said before, that there is no 


gross profit on the sale of fuel oil because you consider the 
fualeil costs you what you gét? 

A What we get for it. 

Q But Exhibit "260" purportsa to show the gross profit on crude 
oil, lubricating oils, greases and sundry material with the 
result that you can ascertain the amount of gross profit you 


enjoyed on the sale of gasolines,distillates and nephtha, 


is that correct? 


A That is correct, Mr. Cottle. 
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The division of the gross profit on trading between the teach 
on Exhibit "260" is not, therefore, an arbitrary 
apportionment, is it, Mr. Serimgeour? 

No, it is the actual apportionment. 

Take, for example, the item "Sundry", where you have 
the cost of goods sold at 83,151.26, does that represent 
the actual cost as far as you can ascertain it, of 

the goods which you included? 

Yes, on the sundrics. 

and the item f of sales, $2,759.98, represents the 
amount of money you received from the sales? 

Of those sundry items. 

With the result that there was a loss sustained on the 
sale of those items to the extent of $391,28? 

Yes. 

In tie case of greases, the actual cost to you, so far 
ag you could ascertain it, of the sreases which you 
sold, were $1,973.25? 

Correct. 

And the sales of greases realized $2,462.83? 

Yes. 

Resulting in an actual gross profit of $484.58? 

Yes. 

And likewise in lubricating oils, the gross profit being 
the difference between your actual cost and your actual 
sales, was $11,338.51? 

That is correct. 

And in crude oils, the gross profit which you gave to 
Mr. Frawley, which figure you gave to Mr. Frawley was 
$24,842.90? 


That is correct. 
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The sale of gasolines, distillates and naphthas, 

the cost of goods sold, a figure of $527,020.75, 

is the actual cost of those? 

Of those goods sold. 

There is no arbitrary apportionment, I take it, except 
in the case of fuel oil, you arbitrarily apportioned 
$11,490.12 of your total cost to fuel oil? 

That is the only item in which that is being done. 

And the sales figuro of $724,379.12 is the actual 
amount of money which you received from the sale? 
From the sale of those products. 

From the sales of gasolines, distillates and naphthas? 
Yes. 

Now, coming to the remaining items on Exhibit "260", 
the first item is "Commission, $12,409.15", where is 
that item on Exhibit "258"? 

That is shown just above, Mr. Cottle, the item marked 
"Gross Profit -on trading", five lines up from that. 
And the next item on Exhibit "258"? 

MAJOR LIPSET?: Just a moment, let us get a 
chance to catch that. 

MR.COTTLE: The item of Commissions on 
Exhibit "260", Mr. Commissioner, is $12,409.15. You 
have found that? 


MAJOR LIPSETT: Yes. 
MR. OOTTLE: And that appears on Exhibit 


"258" opposite the same item. The next item of 
"Trucking", follows in the same order on Exhibit "258"? 
Yes, that is correct. 

And the next item of "Sales Tax"? 


Sales Tax. 
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And the ucxt item of "Calgary Warehouse", and the 
next item of "Bulk Stations"? 

Yes. 

They all follow the same order on Exhibit "258"? 

Yes. 

And you proceed with "Selling Expense", $12,954.41, 
that appears to be the next group of items on page 

© Of Exhibit “25e"? 

Yes, I take them as one total, Mr. Cottle, figuring 
that we can get the division, if required, from Lir. 
Ireland's statement. 

The next item , "Administration Expenses", $36,687.66, 
is the next item on page 67 

That is the one total. 

And the next item of "Bad Pebts," $15,000.00, appears 
On page 7 of > Exhibit "256"? 

Yes. 

In the same amount? 

Yes. 

"Toss Drums", on the same, on page 7 of Exhibit "258"9 
That is correct. 

Ana the final item, "Depreciation", $5,691.31, on 

page 7 of =xhibit "258"? 

That is correct. 

So that all of the expenses appexring on Mr. Ireland's 
statement, being pages 6 and 7 of Exhibit "258", are 
contained in the total column on Exhibit "260"? 

Yes. 

Is that so? 

That is correct, Mr. Cottle. 
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And the resulting profit shown on Exhibit "260", 
$57,194.70, is the profit figure shown on page 7 
Or Exhibit “25e"7 

Of Mr. Ireland's report. 

Now, I take it, Mr. Scrimgeour, that you have attempted 
to apportion those expense items, the items of cost, 
amongst the various products which you sold; take the 
first item of Commission, $12,409.15, would you mind 
describing how you arrive at the basis of apportion- 
ment? 

That item, Mr. Cottle, represents commissions paid to 
our agents at our different bulk stations; I, 
therefore, take the sales of the »roducts at those 
stations and apportion the commission accordingly; 

for instance, the total sales, including three groups, 
gasoline, distillate and naphtha, were 629,783 
lubricating oils were 14,249----- 

Pardon me, Mr. Scrimgeour, where is that? 


Schedule "A" attached to Exhibit "260". 


(Page 7139 follows.) 
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Q Yes? | 

A And greases a 462, which gave me the percentage of the 
total of gasoline 97.5, lubes 22, and greases 5 I thought 
dt would be as nearly accurate as it is possible to get. 

The distribution of that percentage, so I divided the 
$12,409.15, 97.5% gasoline, 22% lubes and 3% to greases. 

Q The total sales appearing on schedule "A" to Exhibit "260" 

_ of 645,484 gallons were the products upon which commis~ 
Sions were paid? 

A Upon which the commissions were paid. 

Q And your apportionment then is based on the assumption that 
the same amount of commission was paid on each gallon of 
products which was sold, regardless of what the product was? 

A Yess 

Q And that to the best of your knowledge is the most reliable 
method that is available to you, is thit right? 

A There is a tctter method which would require a longer time, 
Mr. Cottle, and I was not able to give the time to it; the 
actual vouchers showing the commissions paid could be broken 
up and then recapped under the heading but unfartunately 
that would have taken probably two or three days; the result 
would have been probably within $50 of the answer which we 
got by this method. 

Q S80 that you think this method has given you a result which is 
substantially correct? 

4 Which ig substantially correct. 

Q And the result of your apportionment is that the Commission 
has been charged to gasolinea,distillateSand naphtha on the 
first page of Exhibit "200" to the extent of 412,098.92? 


A Yes. 
To lubricating oils $273 and greases $57.25? 
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Correct. 

And that in your opinibn is substantially the 6b4t; the 
Commission cost of the products? 

Yes. 

da shown oh the Exhibit? 

Yes. | 

The next item "trucking" §36,856.30, I observe that you have 
apportioned that item of expense amongst the various products 
what basis did you use for that purpose? 

As we have submitted we lost 8 cents a gallon,. 8 cents a bar= 
rel, on each barrel of crude trucked in from Turner Valley. 

L therefore ascertained the total number of barrels: 
brought in and multiplied that by 8 cents and apportioned the 
amount, $12,327.44 to crude oil, leaving---—— 

That is the total cost to you of trucking that crude oil which 
wasp not recovered? 

Which was not recovered from the customer, which left 
$24,528.36 to be distributed over the other products. 

And that distrirution Itake it is on Schedule "B" of Exhibit 
¥258"9 

Schedule "B", I therefore took the sales, volume, and pro~ 
portioned the Oren ton according to the sales volume, it is 
an arbitrary distribution but I feel it is as correct as we 
could possibly get. 

THE CHAIRMAN: Why did you truck at this great 
price? 

We had customers, Mre Chairman, who were buying crude oil from 
us and rather than go to the Imperial Oil and purchase it, we 
purchased it from Beveral producing companies in Turner Valley 
and trucked that into our warehouse and loaded it in the tank 


gars and pola it from there; during 1938 we shipped out 900 
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carn. 

Q Why not use the pipeline? 
Because when we use the pipeline we have to pay the Imperial 
Oil the pipeline price and there would therefore be no profit 


tn our selling of crude oil. 


Q Would it cost you more than 28 cents? 

A It would have cost us the regular price of 15 plus 5. 

Q Why pay 28 then? 

A- Because we were able to purchase crude for less than pipeline 
prices through our own friends. 
THE CHAIRMAN: I sees. 

Q MR. FRAVLSY: At less than posted field prices? 


A Posted field prices. . 

Q MAJOR LIPSETT:. : Could that still not have gone 
through the pipeline, Mr... Sorimgeour, from wells which were 
not connected with the pipeline? 

A No, not as I understand. it,.Mr- Commissioner, and if I might, 
say one other reason, our customers preferred the grade of 
crude which they were adle to get from us as distinct from 


the grade of crude which they were getting through the pipe- 


line. 
Q They got crudes-+ 
A From a particular well which suited their own requirements.. 
Q MRe COTTLE: On Schedule "B", where you have 
apportioned the trucking expen&s- in the manner described, 
I observe that 99.22% of the trucking cost is assigned to 
gasolineS;distillates and naphtha, is that correct? 
A That is correct. 
Q I take it then that if there is any error in your basis of 


apptrtionment the effect that the error wonlea have on 
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M 
gasoline, distillates and naphtha would be very slight in- 
deed? 

A Very slight and I might say that in most cases in sales of 
lubricating oils these prices are f.oeb. Calgary, the 
customer paying his own trucking or freight as the case may 
bee 

Q And all that you have charged to lubricating oil is 181.50 
out of over 24 thousand dollars? 

S Yese 

Q The next item of expense on the first page of Exhibit "260" 
is "Sales Tax" $41,493.46, would you mind explaining what 
that iten is and to what products it applies? 

A We have to account to the Dominion Government for sales tax 
on all line products; lubricat ing Oils and greases are exempt., 
the sales tax having been paid by the manufacturer, therefore, 
I apportioned this item of sales tax to the white products 
known as gasoline#,distillates and naphtha. 

Q Well do you pay sales tax as an expense on products tt you 
purchase from others? 

A No, when we purchase them we purchase them sales tax exempt 
or sales tax paid. 

Q Sales tax paid? 

A Yes. 

Q So that the sales tax on the products which you purchased is 
ineluded in the purchase price of the product? 

A Of the goods. 

Q And the refinery who sold you those products accounts to the 
Dominion Government? 

Accounts to the Dominion Government for that. 
Q Therefore, this expense of sales tax $41,495.46 is the sales 


tax which you pay to the Dominion Government on the products 
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Which you mmufacture yourself in your own refinery? 

That is correct. 

And only on those? 

Only on those. 

This sales tax, does it apply on fuel oil, by tho way? 
Yes, sales tax applies on fuel oil. 

Properly then of the ¥41,493.46, some sales tex should be 
assigned to fuel oil, I presume? 

Yes, that ae be correct, but that again, Mr. Cottle, 
would reduce the net value to us of the fuel cil which in 
turn I would have to adjust in my former item. 

Which would bring you back to the same? 

Back to the same snswer. 

Tue to the fact you were treating fuel oil purely as a by- 
product? 

As a by-product. 

All right “warehouse expense", is the next item, $7,858.78, 
on what Lasis did you apportion that amount of expense tc 
the warious products shown on Exhibit "260"? 

As already submitted to the Commission we trucked in 154,092 
barrels of crude cil which we loaded at our Calgary ware- 
house; 2% cents a barrel is the estimated cost of loading a 
barrel of oil so I took that number of barrels at 2% cents 
and ieducted that from the total, leaving $4,006.46 to be 
apportioned over the other products, which I did in pro- 
portion to the sales at the Calgary warehouse. 

In proportion to the gales volume? 

The sales volume at the Calgary warehouse, yes. 


Is that in your opinion a fair method of apportioning that 


expense? 
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A Yes, I felt that each product sold should bear its pro- 
portion of sales to the vclume. 

Q I presume one of your reasona for that opinion is that 
this expense is a handling expense and not a selling ex- 
pense and that it makes no difference whether it is a 
barrel of gasoline or a barrel of distillate? 

A That is correct. 

Q MAJOP LIPSETT: Would that figure of 2% cents, 
Mr. Scrimgeour, does that include your overhead expenses 
plus the loading of tank cara? 

A Yes, we had to put in extra equipment, we had to employ men 
we had to employ a night staff and the sum total of that, 
we figured would approximate 2% cents per barrel. 

Q THE CHAIRMAN: Including your losses I sup- 
pose by evaporation and the like at the terminal? 

A Yes, we have very few losses for that. 

Q MAJOR LIPSSTT: Yas that in force during the 
entire year 19388? 

A Yess | 

Q MR. COTTLE: The next item is "bulk stations 
expenses" $4,857.08, the allocation of which appears on 
Schedule "B" to Exhibit "260", what is your basis of that 
apportionment? 

A I arrived at tho volume of sales through those bulk stations 
and apportioned the expense according to the products sold, 
gasoline, distillates and naphtha, took 97 of it, lubri cating 
oils 22 and greases 3, the same proportion which was used for 
the Commission statement. 

Q And the gallonage shown on Statement His the gallonage handled 


through the stations in respect of which the expense was in- 
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C4 
10 
curred? 
Yes. 


Q dnd reverting to Schedule 6, the gallonage shown there is 
the gallonage handled through the Calgary warehouse? 

A That is correct, not the total gallonage, the gallonago at 
that particular selling point. 

Q MAJOR LIPSETT: - ixcuse me, this Schedule D, 
Bulk Stations, it says, is that applicable solely to Cal- 
gary? . 

A No, that is over all our different points throughout the 
Province. It represents taxes, repnirs and replacements and 
the odds and ends of expenses which have to be incurred at 
these small peints. . 

Q Take bulk stations? . 

A- Take bulk stations, and apportioned, Mr. Commissioner, in 
proportion to the sales of the bulk stations. 

Q MR. COTTLE: The next item is "selling ex= 
pense" $12,954.41, the apportionment of which appears on 
Schedule "E", what is your basis of the apportionment among 
the products shown on Exhibit "260"? 

A E took our total sales, iirs Gottle, for the year, andl 
deducted the crude oil. 

Q Why did you deduct the crude 011? 

A Because I felt that crude oil should not bear a proportion 
of the selling expense in the same proportion as would gasoline 
or distillates and naphthas; the volume as you will notice, 
was more than half of our total for the year. 

Q THS CHAIRMAN: Why, why should the expense be 
less for selling crude oil than anything else? 


4 Our crude oil customers, iir. Chairman, are probably limited to 
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five and it is very much easier to look after five customers 
who are all financially in good circumstances, than to look 
after a thousand other accounts, once the business was es- 
tablished it was purely automatic. 

It is not t Hat the selling of that particular product re- 
presents the lesser sum but it happens to be lesa difficult 
to effect a sale? 

Yes, we took the attitude that it was an extraneous produtt 
whic our sales department looks after along «ith their other 
sales and our staff, the same way, and therefore, I think I 
distributed no overhead to the sale of crude except insofar 
as trucking and the Calgary warehouse was concernfd. It is 
arguable whether it should or note I took the attitude the 
cxtrancous profit which one dcpartment meade. The staff were 
there and the facilitics were there and I did not charge any- 
thing to that. 


(Go to numbcr 7147) 
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Be. B. Sorimgener. Pi iay= 
Q THE CHAIRMAN: Guta thet he eouda een 


an accounting standpoint, Mr.serimgeour? 
A Well I knew of no method of arriving at a figuie which 6 
I eculd argue before the Commissiion. So I did the other 
thing and left it out. 
Gq MR. COMMISSION#: LIPSEVIs If you put that on a basis 
rélating to the proceeds it would be a substantial sum‘ 
A It would be more trsn half of the total. 


MR. FRA LEY: And it would strike you 


5 


QS being ..servee 

4 4s being absurd, because we would then have shown a loss 
on erude oil transactions. 

Me. COMMISSIONER LIPSstil: Not a loss surely7¥ 

A V6 would have shown a loss of about 18,000.00 ir our 
handling of crude. 

Opin. FRAVLGY: In view of the guestions by 
the Commissioner and the Chairman, I think it would be as 
well if you described this crude oil selling vuperation, 
what it amounted to and how it came about and whether 
it is proper to c&ll it in every sense of the word an 
adjunct of your marketing business. Whether it is or not 
would you mind elaborating on that a little bit, so the 
Commission would have a proper appreciation....... 

THE CHAIRMAN: If he puts it the other way 
he gets a loss. One gets more and more impressed with 

the wonders of accounting. 

Pas COMMISSION && LIPSSTT: And the philanthropy of Some 
crude oil salesmen. 

MR. COTIL:: Perhaps we could get rid of 
the matter by a little exploration. In 1937 did your con 


pany sell any crude oil, Mir.Serimgeour*’ 
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H. B. Scerimgeonr. 


A speaking offhand, I just forget Mr.Cottle, it would be 
feve “in 2957 if we did. Gould LI ask Lr. Jonesy 


Me ree LEY ) Yes, inform yourself. 
Vom UObue: y don't, think so. 


yy I haven't the 1947 records in front of me. But the oper- 
ation if it was -performec would be only in the last few 


months. 1948 was our first. 


£9 


hae. COLTS: In any case the volume would 
be small in 19377 
4 Yeas. 
+, @ And in 1938 you gold a considereble quantity of crude oil? 
In your opinion was your Company put to any additional 
expense by resson of having undertaken that particular 
business? To sell crude oil’ 

A Yes, Mr.Cottle. Additional equipment was necessary at Our 
Calgary warehouse. 

Q@ You have taken care of that additional expenditure by 
the apportionment or the assignment of $3,852.32 to that 
business? 

A That is correct. 

G that being the proportion of the Calgary warehouse expense, 
which, in your opinion, was attributable to the additional 
volume handled? 

a 6Yess 

@ The other item is trusking. You go to the additional 
expense of trucking? 

ae Yes. 

q That cost your Company approximately 8 cents per barrel 
for esch barrel you handled? 

& Yes, each barrel we sold. 


@ And@ that cost has been assigned by you to the crude oil. 
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H. B. Serimgeour. 


Other than those two items, lir.Scrimgeour, were ‘Shere 
any additional expenses created by reason of this 
volume of business? 

y:) Oh a certsin amount of stationery and a oertein amount 
of supervision by tHe accounting department, looking 
after the loads that would come in. 

Q Was any additional employee hired’ 

A No, no additional employes, no. 

TH2 CHAIRMAN: That presupposes that your 
employees were not ussfully employed all their time before 
this? 

A Vell a great deal of it, Mr. Chairman, was night work 


voluntarily given. 


FAD} 


fe. COM IT SSIONSER  LEPsaT 1 Mr. corimgeour, in principle, 

in arriving at the fair cost of producing gasoline,say, 

is 1t quite fair thst you should first of 211 have elimin- 

ated the gross profit that was made from selling crude 

and then throw the cost of selling it on to the gasoline, 

in addition? 

& Well I would be prepared, Mr.Gommissioner, to apportion any 
amount which could be arrived at, but I know of no method 
of estimating that figure. 

G it is not a very large sum. It is the principle I was 

thinking of,Mr. Sorimgeour? 


4 Yes. 


aD 


THD CHAIRMAN: Are there any other ne theds 
of approaching this problem, other than the Sales Realiza- 
tion Method and the by-products Piethoay ee which you have 
spoken, to arrive at the price of a barrel of gasoline, 
Or the cost rather of producing it 


4 these are the only two methods I am aware of, Mr. Chairman. 
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H. Be. sorimgeour. 
Q That you know of? 
yi) Yes. 
Q MR. COMMISSIONIR LIPS#T!: Is the method of being able 


to sell a considerable portiven of erude, is that not ta 
some extent mixed up with the general refining business? 
I mean to say if you were not in the refining business 
perhaps you would not get that other business at all? 

A Yes, that is true, Mr.Commissioner. .e sold to our own 
customers. We sold to refineries who were alreedy buying 
from us absorption plant gasoline. 

a It has been rather suggested ve should eliminate any 
profit made from the sale of erude? 

A yes. 

Q@ And I was just wondering whether that is guite fair or 
whether it is co-ordinated in some way with the refiring 
business, that one business helped to get the other, or.... 

A Any method that you set would be purely arbitrary. You 
would have to say either so much per month towards your 
crude oil business or so much per barrel or some other 


method. 


wD 


Me. COTTILE: Mr.Serimgsour, who, in your 

office, takes care of this particular business? JI mean 

the supervision of it. "ho does the work thet is involved? 

4 Well the Sales Department would obtain the orders. 

© ‘ould that be mostly Mr. Jones or someone under his super- 
vision? 

4 ir. Jones actually, yes. 


How about the clerical work that is ihvolveda? 


A> 


4 Part of one man's time would be necessary to check off the 
loads as they come in for the loacing of tt oars. 


© Would Mr. Jones be well aware of the additional expense, 
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H. B. Serimgeour. 


or at least the additional work that is involved? 


4S He may have some method of estimating that. 


kD 


I presume you did not discuss this apportionment with 

him?’ 

5 No, we did not have the chance, 1. Cottle, to discuss that. 

q Vell clearly there is some expenss which is properly 
attributable to the sale of crude oil? 

A Yes, I agree that some portion of that could be chargeable 


to crude oil sales. 


BY 


You have assigned none of the overhead cost to the crude 

oil business, for lack of information? 

A I felv doing it proportionately to the sales would be 
entirely wrong. Therefore, as I have already stated I 
did the other thing, and did nothing. 

& Do you think by discussing the problem with Mr. Jones 
you might arrive at some re:soneble sum of money to assign 
to this erude oil business, which would be an apportion- 
ment which that could be aceepted for the purpose of 
exhibit "260"? 

A “@ could attempt to. Cf course, any assessment that we 


errive at would be purely arbitrary. 


c-) 


Arbitrary to the extent of being the result of @ man's 
judgment? 
v2) Yes. 
& ihe t would be, certeinly, as Mr.Frawley says, much iess 
BOL TA UY sieiexere 
S Than nothing at all? 
Yes? 
Q@ WMP. GOMMISSICNER LIPSET?I: Perhaps if you are considering 
that you would give consideration to this other thing which 


I was throwing out for consideration. there seem to be two 
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H. B. Scrimgeomr. 


angles, one that anybody might go into the jobbing of 

oil business, guite apart from the refinery, which would 

seem to present certain difficulties having regard to 

the difficulty of getting crude oil at all. The second view 
would be that as a refiner thet you are able to go and 

tie up a well or make a contract and get a supply of orude 
oft and as such refiner you are then in a favourable position 
to market crude? 

& Yes, that is correct. 
tf that be the picture it looks as if it would be possibly 
fair to take into consideration some of th profits on the 
crude as part of the refinery profits, and charge part of 
the selling expense as part of the refinery expense. Perhaps 
you would give us your Views on both these angles. If 
Jobbing of oil is entirely distinct from the refinery, then 
of course, the profit should not go in in considering the 
cost of your gasoline. On the other hand if one is ineidental 
to and co-ordinated with the other, then it might be 
reasonable to consider profits on crude as part or some of 
them, as part of the refinery product. I am not asking you 
to express en opinion now, but possibly before you finish, 
and after you talk with Mr. Jones, you could give us your 
general views? 

& All right. 

Me. COTILE : The next item is Adminis- 
tration Expense $36,687.66, the apportionment of which 
appears on Schedule 7. What is the basis of your appors 
tionment of that item? 

4 Exactly the same as selling expense. 

@ The total volume less the crude oil was determined and 
the expense divided proportionately 99.22 to gasolines, 


j distillate and naphtha, and 7.74 to lubricating oils 
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and .04 to greases? 

A Yes. 

C The next item, Bad Debts, apportioned under Schedule "G", 
516,000.00. I teke it you have used the same basis? 

A I peed exactly the same basis for that. | 

Q ihe next item Loss on Drums $2,635.24, I see is assigned 
to lubricating oils entirely. “hat is the reason for 
the of 

v) those were single tripper drums which we had aecumulated 
over a period of years, and which had been used several 
times and carried on our books at the original cost value. 
Our guditor determined to write them off as no value. 
They are drums that are used exclusively for Tipe teases 
Oils and not gasoline drums. 


i ses no item here for drum expense in reference to gasolines, 


RO? 


distillate and naphtha. Have you any such expense’? 
Or is your drum expense included in some otner item for 
tha t? 
A Strictly speaking we have no ata expense, Mr. Cottle. 
Iwas going to say 90% of our products are sold in tank 
waggons or from tank waggons. At our different bulk 
Stations we supply our agents wit: drums and they are 
accountable for the number which they get and if they lose 
them they have to pay for them. 
The Commission agent has to pay for them? 
4 the commission agent has to pay for them. 
the final item of depreciation, ,5,691.21 is apportioned 
On Schedule "H"? ‘thet is your basis of apportionment 
of this item of expense to the products? 


| 4 ‘tet item of deprecistion is on our bulk st tions only, 


, including the Calgary warehouse. 
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lhe B. Scrimgeour. 


q Including the Calgary warehouse? 

A Including the Calgary warehouse, and I therefore used the 
same distribution as I did with our bulk stations of 92%.... 

C Schedule "D" I see has the same percentage, Mr.Seringeour? 

A Yes, and I used that percentage. 

( I take it then you have apportioned depreciation on your 
bulk stations and your Calgery warehouse in proporticn 
to the volume of sales at the bulk stations only. Is 
there any discrepancy there, lr. Scorimgeour or...... 

A ‘jell Iwas probably trying to save a little time there, 
Mr. Cottle. You notice the difference is so small as te 
be negligible, the percentage at the bulk stations and 
the percentage at the Calgary warehouse are 97.5 in one 
ease for light produets and 97 or 96.97 in ths other. 

a 76s, 96.9% appeari-s on Sehedule "0"? 

me 6 6YCS. So may I say that the main item of depreciation 
is our bulk stations, because we have 12 of them, as 
against the one small item for the warehouse and I 
Simply lumped the thing together. 

C ihe result of this adportionment is then, that the orude 
Oil stancs no depreciation of the Calgary warehouse? 

& ‘the 2s cents charged being expented to include taat. 

€ ‘that is fine. ‘Then after making these apportionments 
uf expenses, opereting expenses to the vi: rious produats, 
you finally arrive on Exhibit "260" at the total expense 
of handling and selling the various products, and the 
tctal expense of ,176,443.38 is divided be tween the verious 
products on the basis of the apportionments which you 
have just described? 

S Which we have already discussed, yes. 


the result is, in your opinion, subject to any inaccuracies 
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which may be involved in the method of apportionment, 

the cost of handling and selling gasolines, distillate 

and naphtha was 156,237.50? | 

Correct. 

And the total gross profit on those products is 197,558.37, 
all of these figures appearing in the second column of 
Exhibit "260"? 

Tey 

And the volume of sales of gasolines, distillats and 
naphtha was as shown on Exhibit "260" 17,149,477 gallons‘ 
that is correct. 

So that the profit of »41,120.87 on these products amounted 
to .5751 cents per gallon? 

that is the figure that I arrived at. 

And similarly the cost of handling crude oil vas ,16,179.76 
and the gross profit on crude oil, on the sales of crude 
oil, was $24,842.90, giving a net profit of 8,663.14? 

that is correct. 

From which is to be deducted a sum to be determined for 
administretion and overhead? 

Yes. 

Giving a profit of approximately 4 cents per barrel on 
7,582,149 gallons of crude oil sold? 

tha t is correct. 

On your lubricating oil business your total hendling and 
Selling expense was 23,917.93, is that correct? 


tha t is correct. 


And the gross profit on this business was 11,338.51, 


giving you a net profit of ,7,420.58? 
Thet is correct. | 


This amounted on sales of 53,352 gallons of lubricating 
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oils to a profit of 13,9087 cents per gallon’ 

A Per gallon, that is correct. | 

q And on fuel oils, as we said before, you have made no 
profit? 

4 I have taken no profit at all on fuel oils. 

C. Your total cost of handling and selling greases was 
108.19, and your gross profit on greases being ,489.58, 
that is correct? 

b That is correct. 

& ‘thus realizing a net profit of 3,381.39, or 1.4877 cents 
and is the t wer pound? 

A That is per pound. 

a Sundry merchandise. ‘i.hat products are included under that 
head, Mr.Scrimgeour? 

4 — am-afraid I am at a loss on this particular item. 

G ‘here is shown as Sundry Loss (391.28? 

4 I think our auditor ineluded some extraneous things that 
we had. I think coal oil was ihcluded and some sundry 
merchandise sold to the staff, paint and things we bought 
wholesale and turned over to the staff. I am afraid that 
is a thing I am at a loss on, and I cannot answer at the 
moment without further investigation. 

© “ell the item is rather small? 

4A It is very small. 

Q Perhaps it does not matter. Then the sum and substance of 
Exhibit "260" is the ascertaining of your profits, whst you 
consider to be your profit per gallon on white products? 

4 ‘hite products sold. 

© Which ere gasolines, distillate and naphtha and other 
BUGL ? 
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H. B. Scrimgeour. 

8) I take it you are of the opinion that your profit per 
gallon on white gas is .5751 cents per gallon? 

4 ita t is correct. 

Q Do you know the »rofit per gallon om the various kinds 
of white goods? 

A No, I cannot determine that from the statement. 

G this then is the same kind of a figure as the figure of 
6.8769 cents per gallon, being your cost of white goods 
manufactured at your refinery? 

b that is correct, yes. It is the average profit made on 
those three products. 
4Hi CHAIRMAN: You will try and see we 
have copies of the exhibits tomorrow? 

Mie’ PRS LEY? Yes. 

THs CHAIRMAN: How long do you expect 
it will take you to make that tabulation? Will it be 
available tomorrow or not? 

A I hardly think so. “uite considerable thought is necessary. 
I have never done it before and I may run into difficulties. 
Pies eRe Lay : That is pertinent to what I 
was going to ask, as to what should we go on with tomorrow. 
tf can go on with Mr. MeGrath, or I might complete Gas & 

Oil Products at this stage, leaving, of course, the question 
of Mr. Serimgeour's computgstion you have just asked for, 

which will necesszrily take time. Mr. Cottle has asked 

me to give him lots of time so that it may be of some 

value. Mr. Jones would follow on. 

1H2 CHAIRMAN: It is a matter of the convenience 
of all parties. It has to be borne in mind that Mr. 


MeGrath is from Toronto and Mr.Serimgsour and Mr.Jones, 
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Bes. ccrimgeour. 


both live in Calgary? 

Mi. FRAY LEY: Yese 

THS CHAIRMAN: | It might be as well to 
consult their convenience too. It might advantage 

them indeed to have more time for consultation. If the 
witness from loronto is anxious to go on and it does not 
inconvenience or embarrass the locsl people, then I 
woud let him go on. 

MR. FRA LSY: I am sure Mr. McGrath 
realizes he is here for some little time. I am sure 
both Mr. Serimgeour and Mr. Jones might like to go on. 
iHS CHAIRMAN: On the other hand they 
might like a further day. However, we will be quite 


content by what you may decide. 


(At this stage the Hearing was adjourned until 10.30 4.M., 
May 18th, 1939). 
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Statement produced by the witness James 
McGrath showing the value of Purner 
Valley crude vs. Cutbank orude at 
Calgary to supply normal territory. 


Stetement »roduced by the witness demas 
McGr-th showing the yeluc of Turner 
weomvevecrude vs, Cutbeank crude st 
Caelgery to supply Coutts territory. 


Statement produccd by the witncss dames 
MoGrath showing the velue of Turner 
Weiley erude vs.,Cutbenk crudc =t 
Regine to supply norm.l territory. 


Stctement produced by the witness Jomis 
MceGr> th showing the v-luc of Turner 

Vi llcy crude vs. MidsCobtincnt crude 

to supply Menitob: tcrritory. 
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Q That is fine, thank you very much. 
Q HE CHAIRMAN : How are those gravities de-+ 
termined, Mr. iicGrath, who determines what the gravity is, 
how is it worked out in a practical way, you pay a certain 
price for a certain gravity crude? 
Yes. 
Who decides what it is? 
The price? 
No, the gravity you pey? 
The gravity is the test taken in the field nf the production, 


& -& ©& & LD & 


And who takes that test, I mean is it the buyer and the seller, 
are they bcth there or do you know? 


A I do not know. 
MR. NOLAN: There isp some formula laid down 


by a hook, is there not. 
MR. FRAWLEY: It. is in the contract IT think 


and the buyerts agent and the seller's agent are there at the 


time. 
MR. NOLAN: But how do you knew that the 


answer is right, on what basis, that is what the Chairman 


wants te know. 
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THE CHAIRMAN: Quite so. 

MR. NOLAN: I may be able to find that out. 
. There ip a test) sir, I am informed, provided by the American 
Society of Testing Materialsand they lay down a basis upcn 
whigh these tosts are made and these tests as I understand are 
universally follewed. 

MR. PLOTKINS: I might say, before Mr. MoGrath 
gees cn, we use hydromsters. These hydremeters are purchased 
from different firms and they all are standardized with a 
master hydrometer; that master hydrometer is divided on the 
basis of this American Bociety for Testing tiaterials and alse 
with the Bureau of Standards in the United States se that we 
have a comparable method of measuring gravity. Now when we 
come to make the actual measurement we have to have more than 
a hydrometer because in order to get the gravity we must rem 
late it to 60 degrees standard, se we have te take a tempers 
acure record with cn ordinary thermometer; that also must be 
accurate, otherwise the determination is not accurate; now 
wher we have a testing thermometer and a testing hydrometer, 
and I might say in our laboratories in the oil industry we use 
what we call a "certified thermometer"; we pay considerably 
more for these instruments than we would for an ordinary com- 
mercial thermometer and inside the instrument there is a 
certificate stating that it has been correlated with @ mastor 
thermometer and it is given a number, so we have a definite 
standard to go by. Now when we take a sample of oil we put 

it ina jar which was a little deeper or a little higher than 
the thermometer so the instrument will float in it and be 
completely surrounded by oil and when that is done we read on 
the top, on the surface of the oil, allowing for capillarity, 
that is the oil will tenia to rise on the stem of the instru- 


mont and not show the true lever unless the person is exper- 
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iencod in reading it; in other words with practise you get, 

to determine accurately the true level of the thermomoter 
ahd the Liquid and you will allow for that capillarity. 

Now with our instruments capillarity is a minor matter bé- 
cause we read it in tenths of one percent, so the teria- 

tion would not be of any practical result. With the oil in 
the jar and the thermometer to recerd the temperature, 

a hydrometer to record the gravity at that perticular tem- 
pertiiture and the scale which is provided by the American 
Petroleum Institute, or at least it is the regular rule 

Which is used in all industries for refining and marketing and 
producing, we reed, we translate the termperature and the 
gravity which has been read by actual tests on this chart, to 
the gravity whicn is actually & fact at 60 degrees. Then we 
record that on the tiskst, whether it is a running figure for 
crude or a sales ticket for the refined product or any other 
transaction. 

THE CHATRMAN: Does that statement in the main 


agree with the view of your experts? 


MR. NOLAN: It does. 
THE CHATRIAN: We may take it as being accurate? 
LiR. NOLAN: Guite so. 

Q THE CHAIR: AN: All right Mr. MoGrath? 


Until the summer of 1937 the principal source of supply of 
crude oil for the Prairie Provinces was Montana; during that 
year Turner Valley production was developed and about Sept ember 
there was a sufficient supply of crude available to displace 
Cutbank crude being run at the Calgary refinery and also suf- 
ficient Turner Valley crude available to discontinue runming 
Cutbank crude «t the Coutts refinery and at that time the 


Shipments from Coutts were assigned to the Calgary refinery; 
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in other words we closed down Coutts and we carried on our 
refinining operations at Calgary. Following this as the 
field developed we moved, 6xude betame sufficiently revere 
Ubld tb move Uxude into the Regina refinery atid then oh ine 
to Manitoba and in placing a value of this orude it was de 
termined on a basis of replacement cost in relation to the 
Cutbank crude we had been running; in other words the pro- 
duct from Turner Valley crufie would cost the same as the 
product from Cutbank crude at these points. 

Now dealing with Calgary re- 
finery as a consolidation of Coutts and Calgary, we arrived 
at a value of $1.50 per barrel fcr 48 gravity Turner Valley 
crude and when the territory wes extended to kegine we ar- 
rived at a value of 41.15 a barrel at the well for 48 gravity 
crude for Regina; when it was extended to Winnipeg we arrived 
At eae value of yl.02 per barrel at the well for 48 gravity 
Turner Valley crude. The weighted average of those prices 
was $1.30 per barrel for 48 gravity crude and that is the 
basis of the prices posted on January Sth, 1938. Now at that 
time Cutbank crude had fallen to low levels and we based 
Calgary and Refinery refineries---= 

Q THE CHATRMMAN: way I interrupt, to get an un- 
derstanding as we go along? 

dA Yeas 

Q I for one know nothing about this; as your market is extended 
ip it then to be anticipated that the price to the producer in 
the field must be less? 

4 That is right, sir. 

Q Bo that if we extend the market, if it were possible to ex- 
tend the market Bast say to Sarnia the price in the field would 
of necessity, as I understand you, become still less? 


4 That is quite correct. 


ae My A. ter, & 
; Tae 
¢ : 4 eH ag : re j 


ae 


“te ace oe eatin aa pk eed asin beeote ot BOW 


ae a ge ae Bas HAL Wod LAL: i loues mea Fs santtmnege sett 


e J * “ ; ’ 


+) Spee ee Tart hie: eae “apa: heen Me, ing “i ; 
Pos eee ea ane use yf ‘iq? HAdeeR Rs GPL BQULD @ vomit i 
anion We ba e 4 Bd de aihamus gxhoaty 5 . bn od wih 
oie OF HOlyalen ~ “OD doabp-al ger a. ae aad “ Bo 


wert By: FED ec RRS Se pon Fo. “en fenyy irk ey Rat aw. eb 


Fok Vey Die Fer ee i ae ai oe eee f 
/ hie gee Pepi ar at Pate geet tee Ese Sve sae de : oahorec Bi hope hea. mee ae: 


aa 
ata a 


» . au * 2 i? 
hey See EO as gap Stim ee ass x naib iss oe 
, a : y 3 4 z p i. 
aes VeRaLAD aiie Bail ees woe SB: 


“> teoh 3 — - Cyr ee er ‘ 4 aay r re tipo 
SLiav -qecte? “hive BS Toh sess te¢ "teeta ; 


; ar az be ee bi ‘ or ni ee : tee sot “ : | ba 
whee KL eoeN ine got PEt eer see Se Cis 1 Rae cabo #. 


_ 


nie" f 4 iy ee eens es s ae zie a 4 ss Ea is: 
Ceitets swi- Beet nal OOo be epee, eae oe aa! saue 
< sadhted a ; = 35 
a P ces Beh oh) as. ve ' ; ote i's 
Wtiviee 82 sot" (Sa0 ety, Psukes ue | ae ee Bas : 


r cd ' ‘ 4 d a. 9 ld 
Z ae . . ‘ee «3 oe a ee ere oars ey - as , a “>; 4 ons Pee oe ae a 
5 BADLY Bt Chg: Lots wewovs Otis eS ee ‘eee ee 


Ramada Po wat’ BRL ee yet pe bite Tego eg ae S 
: “Stee of wh Shove loreal wot od peltet Seb aie eee 

ape , 5 eer Pret wee! mead : 
Cais hs 36g. ot Reed At I yeu 


eae See oe, eee ES 
t von ee ba SR ee oe ashe ¥ 


ipestitiies®s Sota, oe, ee ahd studs wh id ag weal end’ 
a iad i WAS Dey: eo? ras. darts Geta Olja O¢ OF went, re 7 
Eaaeeek ad) tam vont a 
oir Gabbe 2 iter mt 
“st ‘ith neo Gee th Tahir Mra 9 dd wdaahece wat 3 at 
pet ete “HEL: A ecto. wat aren 209 ae tees jomiae ds 


r 

5 

y A= 
gh=< s) 


J MoGrath @ 7164 = 


Q And the lessening corresponds with the distance of the ex- 


tension of your market? 


A And the competition at the far end. 

Q I pee? | 

dj That is right. 

Q Ané@ the competition at the far end? 

4 Yes, you would have to compete with products from crude at 
Sarnia. 

Q MR. FRAWLEY; Now kr. weGrath, before you go 


on, have you said everything you were going to say now as to the 
three steps, three or four steps by which you arrive at that 
quoted price of September, 1938? 

4 I was going to say, Mr. Frawley, that the Calgary and Regina 
refineries, tha basis of Cutbank crude was $1.00 per barrel 
and for the iianitoba area it was, iid-continent crude at 1.94 


per barrel laid down at Sarnia. 


Q That was the competition which was basic for your calcu+ation? 

A That is right. 

@ The starting point, in other words? 

A Yes. 

Q But I wondered, you ren over it rather quickly and I am 
wondering, I am anxious that it should be clear to the Com 
mission and clear on the record as to these various steps end 
I wondered, even at the expensc of repeating it, would you 
mind just stating again more slowly those three stepa, the 
manner in which you arrive at the price for the Calgary rem 

finery? | 

4 Yes. 


Q The manner in which you arrive at tho price for the Regina 
refinery? 

4 YeB« 

Q And the manner in which you arrive at the price for the 
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Regina refinery's extended market to Manitoba? 

Yess 

Would you mind doing that please? 

Yes, at the Calgary refinery, as I said, the basis was,the 
Cutbank crude was 1.09 pe barrel but Cuthank erude was 
running about 37 to 38 gravity, while Turner Valley was run- 


ning about 48 gravity, consequently there was more white 


products in the Turner Valley crude than in the Cutbank ec rude;ql- 
lowanoe was made for the differences in thie quality of the 
crude; in addition to that, the gasoline from Turner Valley 
orude was inferior in respect of octane and there wai a 
penalty put on Turner Valley orude to take care of that; in 
addition we were moving products from Calgary to the Southern 
part of Alberta instead of from Coutts and in consol idat ing 
the operations at Calgary we had to allow for that additional 
freight we were paying on finished products for that part of 
Bouthern Alberta which had formerly been supplied by Coutts. 
Yes, and those are all the things you did in arriving at the 
value at Calgary? 

That is right. 

Now dontt you think it would be useful if you gave us in 
figures what «+: value you arrived at for Calgary in those 
computations? 

p1l.52, Mr. Frawley. 

$1.52 i8 the value which you++-- 

At thewell. 

That you say is the end result figure, is it not, you first 
arrived at « figure much higher than 41.52, which is what 
you could afford to pay for it at Calgary? 

Yes. 


That i8 what I mean? 


‘pita agit 08 soaiian “bebe 


v 
= yet 


i f f 
G : 7 2 


pnts: aw rnb LR wa eae ey 


AES ae pee 
Serena y ie ees 


oe > ieee ‘i be ; | A | 
i aw Gita, Maa Ted st CT eRaee 
Sup, Agere OR eae ae 
Ft Se, te: rk A , 
‘ : PS r » , 7 i aie ree ee a . 4 
sae 9 T. 3} ae Vos 4 ay he eet oe Bhd i 4 wv eM 8 => ts “a 
2 y. o = 5 


as 


Y re. is a ; A : on hae — igh 

Ne ry = te . een. Oe ys oe x q af ee es) ct tr 

- £5; fy iaut A ob ined eat A ite J ; vty SMa A Paty ee sai oa So 4% 4. Se vies 3 
eal aging Us x MGR Si Cane ‘ > . -4 

coeur e ys i Dt? ; ; Bree ee hee ene 
tee Arey wd fal Gah “Oar a. 38 Bae ca pa GS ee 8 St oi 


ve 7 Naas aR « , | ai 


= oo ive 3 5 " Regie oy ees et 4 wes Barry ret a 1 
‘ ye LL BY Tea tyt adh ae - Ee te my se 1 ACRE Se ‘ gee Hy 


<2 ra ras 63-3 f z ser tek 8 
; iS TR oI She Ete he de es) oD; Ee 84) Arafat Bae © NOBGAS ae es $ 


Meo pdedd ‘to eres ede? OF. \¢ Beno youlay i ena igs 
py Br: cena Geen 
KY ee . 
Ayan eoy aga. Ser eta Pia.’ a edoupong * 
oe he ego ew J) ae AES Dad age oO 
Penotnenbs tay. 19° RiaRA fi dips 
AG ey Age % 3 
‘a. ’ as Oa Avy , 4 
sete Lu F 
Ome Ts Bi ot By 
Moe cute Cae 
ay ae 
. ? Hi an 
a ain ro 84 eis eV ak ry. £ Gina & ai £2 THR & aa Pee ba a id 
; Bye Rae P aes Reina) ote ® 
~ + +3 | | me is 
Beane 2: vxeele.) tos. de panies war, ‘ agin : 
TOURS eR tse ee ik da ha 
Beige 8 ‘ 


“THO: SIR ee a 


si . 


** idk Be Wk A 


* eaegranoien “y a 


J MoGrath ~ 7166 = 


ye) 


oOo & DBD & 


Oh yes, I will start this. 

Start this, because 41.52 is the end result? 

Yes, taking the two refinerios as tha were hefore Turner 
Valley came ihto the picture or before we consolidated the 
Coutts' operations with Calgary. 

Yes? 

Turner Valley crude in competition with Cutbank erude at 
Calgary was worth {1.62 per barrel. 

Yes? 

And Turner Valley crude in competition with running Cutbank 
crude at Coutts was 92 cents a barrel so the average, the 
weighted average was %1.58 a barrel. 

Would you mind just stopping there, Mir. mceGrath? 

Y¥os. 

MR. PLOTKINS: dvhat was that value of the 
Calgary rofinery? 

$1.62 a barrel. 

and the other at Coutts? 

92 cents. 

No, then the weighted? 

@1.52 was the Calgary. 

The weighted average is 41.52? 

Yes. 

MRe FRAWLAY: The first price posted as a 
result of the supplementing of the montane crude at Calgary 
by Turner Valley crude was in September, 1957? 

Yes. 

But you are not able to discuss in sufficient detail perhaps 
fon Oux purposed---—~ 


To make up that price, no-« 
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Q Thea you come to the next, there was a change in that 
price on the Sth of January, 1938? 

YOR. 

That is the current price as a matter of fact? 

Yes. 

dnd was that a reduction? 

A reduction. 


From September 1937 ? 


> 20 & 2 & DB & 


I believe it was a reduction, yes, it was a reduction, that 

is a fact, 422 cents a barrel reduction. 

Q Yes, it was a reduction of 22 cents from tis September 1937 
price to allow a further extension into the far end of the 
Manitoba market? 

4 That is correct. 

Q Astually through to gain the whols of the City of Winnipeg 

as I understand, and then into parts of Ontario? 

Yes. 

The northwestern Ontario? 

Yose 

Bo that is the price you are going to discuss? 

$1.30. 

We were at soue odds? 


Yes. 


Ore Fr 2 &. LoS & 


Then would you go back again and tell us the price at the, 


the make-up, how you made up that composite price of $1.30, 


ig it? 


& 


$1.30 18 a composite of all the territories. 
Yes? 
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You are now talking about $1.30? 

Yes. 

We have had 1.62 and 92 cents and a weighted average of 
G1.52? 

For Calgary. 

For Calgary and then on the Sth of danuary, 1938 a reduction 
of £2 cents and that gives you the $1.30, is it? 

No, the 1.52 was part of the $1.30 price; the $1.30 was ar= 
rived at by taking the average of Calgary at $1.52, the 
Regina at $1.15 and Winnipeg, the Manitoba area, at $1.02 and 
that is the average. 

Then to get it in separate chambers, if you will, we are at 
$1.52? 

Yes. 

You are going to show us how tht is arrived at? 

Yes. 

MRe FRAWLEY; Yes, we are now seeKing to find 
the basis for the $1.80 but at my suggestion I wanted Mr. 
MoGrath for clarity'’s sake to justify or extend the Calgary 
part of it, the $1.52, the Regina part of it, what they oall 
the normal Regina and then the extended hegina? 

Yess 

May ET make one remark at this Stage we are going to keep con- 
tinuously talking about 48 to 48.9 gravity crude? 

That is correct. 

All the way through these discussions? 

Yes. 

Whether or not that is the present refinery run at the Imper~ 
ial, as run in East Calgary, or not, all of these calculations 
are based on 48 to 28.9 gravity crude? 


To make it comparable. 
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And so far as any different ones you arrive at, after a 
justification for thay price, all other see gust fol- 
low on automotically by the difference in gravity? 

Yes. 

So it must be kept in mind, that producers in Turner Valley 
are getting paid on the basis of gravity and some of them 
have 48 and some have lower? 

Yes. 

we are talking here constantly of $1.20 crude and why has 
that been, let me ask you, why have we been talking spo much 
about that? 

Because the produetion in the field has dropped in gravity; 
in 1937 the first crude we got was 48 gravity and that is 
the basis of these calculations and it has dropped now to 
I think 43 gravity. 

And that is what they call their normal pipeline crude? 
Ye6s8o 

That anybody from Saskatchewan for instanoe pays for? 
Yes. 

And gets? 

Yess 

And he therefore gets, if he gets that 45 gravity crude, 
he pays ~1l.20? 

Yes. 

But your calculations are all made up on the basis of 48 
ang you will show how that particular posting was arrived 
at? 

Yes. 

And everything else follows? 

Yes. 

Mr. MoGrath, wire Gottle suggests, in explaining this, if 


you could do it, if it is convenient to you, on 8 om ew In t 
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the same basis that he did in this memorandum which I am 
showing you, how many barrels? | 

I gan do that. 

Thanks. 

THE CHAIRMAN: — | Now can we, without doing 
anything else, first start with 41.52? 

Yes. 

We would like to take one thing at a time? 

YeSe 

Now lir» McGrath, you have $1.52? 

Yes. 

And that is the weighted average of 41.62, and 92? 

Yese 

Will you tell us about that? 

The average was arrived at by the requirements of Turner 
Valley crude for that former Coutte area which was 554 
barrels a day, and the recuirements for Caigary before it 
was consolidated, before Coutts was consolidated with it, of 
3,466 barrels I believe a day, that is 4,000 barrels a day. 
WR. FRAWL BY: Trat is right? 


That is the average. 
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wine FR “/LSY: Now just exploring that 
one step further, how do you arrive at the ,1.527 It 
was simply an average of the two figures‘ 

Yes. 

Now what two figures’ 

the 92 cents a barrel and the 11.62 e@ barrel. 

Will you explain the ,1.62 and the 927 

All right, sir. 

Vk. PCLAN: You are offering as an 
exhibit this document which would properly be described - 
as whet; Mr. McGrath? 

Value of lurner Valley crude in competition with Cutbank 
crude at Calgsry to supply the normal territory. 

dnd the price is '°31.627 

Yes. 

And this statement purports to show how that price is 
arrived att 

that is correct. 

LHE CIAIRMAN: As of January 5th, 19387 
Correct, 


DOCUMsN's IN QUBSLION LS NO’ 
WARKED BXHIBIs "265". 


Re FRAVLSY: When we telk about January 
Sth, 1938, that is the last time the prices were posted 
in the field? 
that is correct. 

“e could just as well talk about the 18th of lareh, I 


presume, as far as you are concerned’ 


Yes. 
VHE CHAIRIA I: Or May? 
MRe PRiULEY: Yes. 


All right, Mr. McGrsth, will you explain the statement’ 
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& On this statement it shows at the top a well price for 
37 gravity Cutbank crude of {1.00 oer barrel. The 
pipeage to Ceutts and loading into tenk cars at Coutts 
for shipment to Calgery is 184 cents per barrel. 
Excise tax 3% or 3 cents per barrel and freight from Coutts 
to Calgary is .4410 cents per barrel, giving @ cost of 
1 barrel of 37 gravity Cutbank crude at Calgary. of ¢1.6560 
per barrel. 


Yes. I will let you run through the whole statement? 


£) 


& As I mentioned before lurner Valley was at that time 48 
gravity and this Cutbank crude I am speaking of was bé tween 
67? and 38 gravity. ‘therefore there was a difference in 
the white product yield-: Cutbank contained more fuel 
oil and less white products than the higher gravity 
turner Valley. So in this calculation we have dedusted 
the additional fuel oil to get the Cutbank crude to compare 
with the production of 48 gravity Turner Valley crude. 
That amounts to .1796 barrels of fuel oil at 1.1298 cents, 
or 2.2029 cents per barrel.of crude. By deducting the .202¢ 
from th2 1.6560 woe arrive at tho yoglue of .8 barrels of 48 
gravity Turner Valley exude equalling 21.4431. So that 
wle4431 being the value of .8 barrels of turner Valley 
1 barrel is worth 41.8040, As I mentioned before, there 
was a difference in the calculation of the gasoline, parti- 
cularly with regard to Octane. ‘e have deducted from the 
turner Valley crude .0329 cents a barrel, giving a value of 
1 barrel at Calgary of ,1.7711 from which is deducted the 
Prpescge Yor 15 cents 4 “barrel, giving the value of a barrel 
of 48 sravity lurner Valley crude in the field of ,1.62 
per barrel. 


In other words it might be said you bring the Cutbank crude 
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‘Jamas McGrath, 


into Calgary and then take it back to lurner Valley? 
Lb (1.62, taking into consideration the difference in quality. 


MR NOLAN: You are trying, Mr. MeGrath, 


rm) 


to compare, or rather to bring them both down toa basis 


of a given barrel? 


A Yes, 

Q You are transzorming it into a barrel of ‘urner va lley 
erv de? 

b that is correct. 

& eae Lay. You are putting a barrel of 


Cutbank crude down at the well head in lurner Valley and 
comparing the two barrels sitting there as to what you can 


afford to pay for thet barrel of ‘turner Valley crude? 


A Ve have startsd st Montsne and we have brought the barrel 
in. 
q a) CORLRMAN: It.is in Calgery, thet is 


the point you make your comparison? 


A that is right. 


&»> 


You have a pipe line here...... 
- Mat Roe ay Yas You make your comparison in 
Calgary and then you go to ‘urner Valley and arrive at the 


last effective price? 


A Yes, that is hy simple operation of deducting the pipe line 
charge. 
@ It is the value in the refinery at Calgzry and then you 


deduct the pipe line charges 

Be Yes, 15 cents, and thet is ,1.62.c 

a In other words, if we look at the 1.7711 that is the real 
figure and’ then...., 


4 laid down at Calgary: 


£2) 


haid down at Calgzry, and you simply give it the Burner 
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games McGrath. 
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Valley value by subtracting the pipeage and handling? 
Phat is right. 

TE CHALTAMAL: So thatwe may understend, 
This, no doubt, is familiar ground to all of you other 
than ourselves. But that is always starting with a 
price of Gutbank crude, 

ie. VERE GS Y? I was going to go through 
the statenent item by item with Mr. McGrath, clearing ur 


Some of these things. 


VHE CHAIRMAE: “ould it not be as well to 
know how he arrives at thet pricet ‘\e have now made a 
comparison. 

PER ER bbs: I am going to ask him about 


the accuracy of all these items. 

First of all, the eslculation is no rore accurete than the 
basic information you took to begin with of course? 

moet is right. 

You started with e well price of 1.00% 

Metis right. 

&ng as I said before these are calculations vhich wore 
msde on ths date of the posting, the 5th day of January, 
19387 

thet is right, 

But you pay this price daily since that time? 

Yés. 

So you are just es prepared to justify the price you now 
pay as you paid on the 5th of January, 19387 

Yes. 

For whst you say is today "I am justified in taking a well 
Price or Cutbank at 41.00"? 


“@ are talking about January 5th, 1936, lyr. Frawley, not 
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today. 


pO 


But there has been no change since? 

4HE CHAIRMAN: ihe witness, as I @ppreaiate 
his evidence -. that might not be quite fair to him ~ but 
as I appreciate his evidence he says "e made our calculations 
and we think they were proper ones that led to this result 
on the 5th of January, 1938. \e have not changed that 
proee Since." he Coes not say it is right. 

| cor Sak Saas Dal Oh quite, 

eho Gib Li ak: Bey wis only veriiying wie 
calculations as of the dave they posted the price. He 
says they have not made any change since. -rerhaps they 
should or should not. But it does not follow it is the 
same todey in all respects. 

Pe Sh reds s I feel it my duty to explore 
today's price for the moment. An I not right in taking 
that item alone, with respect to that item alone, do you 
feel that the price - because that is the starting point 
of your calculations, that the normal sale price of 
Cutbank crude is as accurate today as of the date on 

the 5th of January 1938? 

4 Tell IT cennot see where it has any bearing on this. I 

am trying to explain wners we ar:ived at the calculetion 
at that time. “hen I get through this if you wish to go 
into today's situation I will be glad to do it. 

Pe hCLA N: Whet the nese ee attempting 


to do was to show how this price was arrived at histori- 


cally? 
Pa. FRAYLSY: ted et 
OH? CHAIRMAT: Yes, and then if later on 


. you should shot: a good reason that this price should not 
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obtein today and it should be less or more, thet is another 
story. 

Mie’) PRAY LAY? that is right. Now let me 
discuss it historically. You say tha t you felt on the 5th 
of January, 1938, thgt the sale price of Gutbank crude was 
dieOO ? 

A It was much lower then 1.00, Mr. Frawley, because there 
wer? distress conditions in Cutbank. It was lower than 
gl.00 but 31.00 was assumed to be the value. 

G ‘as assumed to be the value at which it was stabilized? 

A If we had gone and said 75 cents crude it would have been 
much less. 

S You felt in giving the 41.00 that your Company, if it had 
had to go in and buy its requirements in the Cutbank field 
the price you would have been paying for ea barrel would 
have come to $1.C0? 

4 No, I cannot agree to that because at that time I understand 
that crude was selling at 75 cenis a barrel. ‘here was an 


abundance. 


<—s, 
aS 


4hen why don't we start with 75 cents? 


A Lf you wish I can start with 75 sents. 


% No, you did it? 
LHE CHAIRMAN: ‘he witness says they ignored 


the distress conditions. ‘here was a temporary condition? 
4 that is right. . 


Seah) UE ey Now let me understand. If 


s> 


you had had to go in and buy you would have had to buy 
at “1.00. ‘the distress would have been eliminated would 
it not, and there would have beena stabilized price? 

A I would not say what we would have to pay for it, or whet 


the price would have been if we had gone in and bought it, 
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but there was a company selling it at 75 eenis ea barrel 


at that time. 


1B) 


I do not want to misunderstand uou. I suggest to you that 
you put down the ,1.00 then as what you would have expected 
to pay for it? 
A that is the price at which it was thought it would stabilize. 
C ihe price at which you thought it would stabilize, or 

the price, therefore, thet you would have had to pay fer 

it? 
yy No, at that time you could have bought for a lower price. 


I do not know. 


G LR. NOLAN: Is not that an assumed price? 

my that is correct, sir. 

G LHe CHSIRMAN: You say that that is the 
price that you would have had to pay if the extraordinary 
distress conditions had been eliminated. 

CG eR. FRA -LSY: Yes, it comes to a question 
of whet your Company felt it would have had to pay, is not 
that the fair way to put it? 

4 ese 

q Because otherwise it does not seem to me the calculation 


is of much value? 
4 Yes, that is right. 
G Then the next thing is 18% cents to pipe it to Coutts and 
load it at Coutts? 
r) ee 3 
. “hat were the facts in regord to that? “hat was the move- 
ment you hsd in mind vhen you arrived at the 183 cents 
4 that wes the pipeage, and the loading charge we hsd been paying 
in moving the crude through Goutts to Calgary. 


You had up to December 1937 when you terminated your imports 
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James McGrath. Lets 


of Montana crude, you had been paying 184 cents for 
what movement? 


A Cutbank crude through Coutts to Calgery. 


@ . You, as I understend,used the International line, did yout 
A I do not know whet line we used at thet time, Mr.Frawley. 
C ‘eas there an actual movement of Imperial orude? 

A that is the price we paid when we were moving orude. 

g iho t is the price you paid when you were meving crude 


from Cutbank? 

A Yes. 

ta You are not certain what particular lines you used? 
Uhether it was carrying over to Sunburst and north 
from Sunbur st? 

A No. 

ey Or vhether it was the Toronto line? Howeverk you say 
your records show you paid 183 cents and you brought 
it to Coutts and you loaded it on tank cars at Coutts? 

A lhat is correct. 

@ Are you able to say, perhaps not you but perhaps some of 
the gentjemen with you may infozm you, Mr. MeGrath, are 
you able to direct us to the published tariffs that 
support that? | 

4 Yes, I presume there are tariffs. I have not got them 
With me. I presume there are tariffs on th:t. ‘ould you 
like to have them? 

s Yes, I think ve must be that analytical about this. 

4 “ould you make a note about that. 

Vee FOLALN: That is the point of this? 
the witness wears th t vas the pipeage to Coutts and 


the l-adixs charge which aggregates 183 cents. what do 
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James McGrath. 


you want more about it? 
Pas PR LOY: Please do not think I am 
questioning the accuracy or the veracity of Mr. McGrath. 
Always assume the t, but I would like to be directed to 
the 18% cents. 
ME. NOLAN: If there are published 
tariffs why don't you read them? 
MR. FRA' LEY: ™e will not get very far 
if my friend gets acrimonious in this very difficult 
task. 
4HE CHAIRMAN: You are not questioning 
the witness' accuracy but you want to check his figures. 
As I understand it you will have no difficulty in 
furnishing thet? 

A No. 

Q MR. FRAWLEY: there is Excise tax 3 cents. 
that is the actual payment worked out con the basis of 41.00 
& barrel? 

A That is right. 

Q And there is frezght from Coutts to Calgary, that is by 
Canadian Pacific Railway from Coutts to Calgary, and that 
is just the actual published rate, .4410 cents? 


A that is what we paid. 


22> 


“411 you also in the same way, Mr. MeGrath, direct us to 
the tariff per hundredweight which covers that movement? 


4 es. 


fY 


And then that adds up, of course, te 41.6560, heing the 
cost of this kind of crude at Calgary: 
4 Yes, 


then there is a calculation there less value - because it 
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James McGrath. 


produced more fuel oil than you need in this particular 
market? 

A No, not at all. ihe t is the difference in the fuel oil 
content of the two crudes. the 37 gravity crude has 
more fuel oil than the 48. 

Q It means there is more fuel oil there? 

A Yes, and bringing it to the same basis you have additional 


Pues O1l to allow for. 


2 ihe only question there is your figure of $1.1298? 

A Yes. 

Q What is that figure? 

A that is the averege price we were getting for heavy fuel 


oil at that time. 

t, At where, at Calgary: 

4 At Calgery, yes. 

a All right, and then that is deducted from the ,1.65, 
Mr. MeGrath. ‘then we heve ,1.4431 that you obtein after 
Geducting the .2029 from 31.6560. ‘then you see in the 
next line you use the figure ,1.4434% 

4 Wes. that musi be a typographical error. 


C mee should be 3.7 


A Yes. 

Q Which would be the same figure? 

A meas 

Q I think the exhibit might be corrected, ir. Chairman, 


cp) 


{He CHAIRMAN: ‘hat leaves the ,1.8040 
right does it? 

A Yes. 

@ Me. FRALEY: “ould you mind nov. starting 
with that? ‘ould you mind starting with the ,1.44é1. 


No, would you mind going back to the »1.6560? 
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James McGrath. -~718]- 

A Yes. 

Q And just once more explaining the next three figures, 
because it is just not any too easy to follow’ 

A As I said before the Cuttank crude conte ins more fuel 
Oil than the 48 gravity ‘urner Valley, and we have 
deducted from the Cutbank crude the additional fuel oil 
euyprices: we,received for that fuel oil at Calgery. 

R It “akes away from the value to you? 

A It deducts from the value of Cutbank crude thst is right. 

a Because in fact it does teke away from the value to you, 
the presence of the fuel oil? 

4 It} deducts so much. But it increases the value of what 
is left per barrel. 

S And that gets on to the next figure then, go ont 

A And then we arrive at the value of .8 barrels of Turner 
Valley crude being worth 41.4431. 

Q that is the difference? 

4 Yes, that is right. 

A that is the difference be tween a barrel at 31796; cents. 

A No, it is one barrel of Cutbank compared with .8 barrels 
of lurner Valley. 

& Yes? 

A Ve arrive at the value of .8 barrels iurner Valley and it 
is just an equetion to find out the valus of 1 barrel of 
Turner Valley. 

C Mr. Cottle t3lls me there must be some extra loss in there?’ 

A It is the difference in the requirements of crude, to meet 
a definite market, Mr. Frawley. 

& Yeas? ‘there is mo re fuel oil produced from the Cutbank orude 


then there is produced from the 48 Lurner Valley crude’ 


A Theat is correct. 
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Janes McGrath. 
C That mere fact warrants you, you say, in taking 20 cents 


from the value of Cutbank crude at Calgary‘ 


A that is right. 

e Phy? 

A io bring Cutbank and iurner Valley to the same level. 

Q to make them the same crude on paper‘ 

A that is right. 

0 thet just makes them the same crude‘ 

A Yes. 

2 So you have made them the same crude by taking at.ay 20 
cents? 

4 that is right. 


C And thet is ,1.44% 


h that is .8 barrels that ,1.44, 


fy 


o8 barrels of Turner Valley crude, Mr. MeGrath, equals 

1 barrel of Cutbank crude? I am starting on something 

Torte yO“Usa theatais true is it. not? 

4 No. AS far as white products are concerned, after you 
deduct the fuel oil. 

4 Up to a point? 

A Yes. 

Up to a point, .8 barrels of Turner Valley crude equals o barrel 
of Cutbank crude. hat is right is ita@s shovn on the exhibit’ 
“ell do not accept that. Just wait till I finish. when 

there is the extra fuel oil in the Cutbank crude 
A that is correct. 
Bete CO LATE Let us see if I can make this 
more difficult. Wr. McGrath, 1 barrel of Montena orude will 
mke "KX" gallons of gasoline, a given number of gallons of 
gasoline? 
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that is right. 

But it only takes ;.80 of a barrel of ‘urner Valley crude 
to make that same number of gallons of gasoline? 

that is correct, sir. 

And so that if I put it this wey, thet .80 of a barrel of 
a barrel of turner Valley crude will do the work of 1 
full barrel of Montsna crude, insofar as making gasoline 
is concerned? 

that is right. 

Is that of any assistance, sirf I do not know whether it 


Ls'or nob. 


tHE CHAIRMAN: SRD a eR ge crete a iets rod 
MR. NOLAN: Now go on from there. 
RII ye) esti Gy In addition to what Mir. Nolan 


has said, Mr. McGrath, .8 barrels of Lurner Valley crude 
does the same work as one barrel of Cuttank crude with the 
exception that the one barrel of Cutbank crude makes an 
additional amount of fuel oil which is worth 20 c3nts per 
barrel, on the Cuttank crude? 

thet is ceorrect. 

Sn that to relate the value of the .8 barrels of ‘urner 
Valley crude to the value of 1 barrel of Cutbank crude, 
it is necessary to deduct from the 1 barrel of Gutbank 
erude the value of the additional amount of work which 
the Cutbank crude does, namely, »1796 barrels of fuel oil 
worth .2029 cents? 

that is right. 


And then having taken away - well just to make them compare, 


when you take away that 20 cents that is done and gone. You 


do not do any more figuring with that do you? 
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James McGrath. 


A No. 
Q mid thet branes; you to) .4431, All right. Now 1 have 
that clear in my mind. Then how do you arrive at the 


next figure of 1.8040? 


A well “1.4431 is the value of .8 barrels of Turmer Valley. 
Yes. 
A Therefore 1 barrel of Turner Valley crude would be worth 


61.4461 divided by .8, equals “1.8040. 


.] You add 25%? 

A Well the equation is right there. 

Q. We then get $1.8040. How about lead? 

A We show a@ deduction of .0329 cents a barrel for lead, 
additional lead required for Turner Valley as compared 
with Cutbank. 

a, You have t» Spend more money on the Turner Valley crude 
to do this work for you? 

A To make the 3ame quality gasoline. 

S) And so you add that 3 cenis a barrel? 

A No, we take it away. 

2 3 cents a barrel. That is the extra expense involved in 
treating Turner Valley crude? 

i Yes. 

) So that arrives at 1.77. Then you take it back to Turner 


Valley and you simply deduct what you have to pay for 
Pipeage and gathering to the carrier company? 

A That is right. 
TH" CHATRMAN : That is all quite clear except 
the starting point. 
wR. FRAVLEY: The starting point. 


THE CHAIRVAN: The 1.00. I quite understand 
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there were distress conditions which this Company ignored 
in arriving at the price of $1.00? 
ee. PRAVISEY + Yes. 
THE CHAIRMAN : Assuming there were no distress 
#1,.00 would have been the price they would have had to pay? 
as I understand it? 

A I presumes So, yes. 

Q Why she *1.00 any more than the 10 cents or $1.92? Is this 
the) time, to explore that. or is it. not? 
MR. FRAWLEY: Yes,;.except this, 1 rather 
thought from my friend and Mr. McGrath both that they wanted 
to ‘treat this historically and then they would probably 
justify the continuance up to today's date and then we coulda 
hear Smething more. 
THE CHAIRMAN : As you wish, but some time 1 
want to know where we get the $1.00. 
MR. FRAWLEY: You will agree if the 1.00 
is not going to be related as of today's date, it is not, 
perhaps, in my submission, very important to explore it 


as of the 5th of January, 1938. They may or may not have 


been wrong. If they stand on it today then it becomes 
important. 

THE CHATRMAN: All your calculations are 
based on January 19389 Your “1.90 waa right or wrong then‘ 
MR. FRAVLEY: Nese. 

THE CHATRMAN: Whether it is right today will 
depend on the evidence of some changed condition since then. 
Surely your exploration must be as at the date you set up 
the figure from which to make up all your calculations? At 
least it occurs to me that is so. 


MR. FRAWLEY: Suppose there wes some difference 
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between us and the posting company endeavoured to justify 
the $1.00 as of today? 

We took issue and thought we Could establish otherwise. 

It would not be very important for us to bring witnesses who 
would say whether or not $1.09 on the 5th of January, 1928, 
was correct? They might go back into their experience 

and give the evidence. If they came to the Commission and 
saiad today the situation is such, and today thé Imperial Oil 
would have to pay so much in Cutbank, that would be of 

So much more importance. That is the reason I thought I 
would leave cross-examining on that point to see whether 

Mr. Nolan or Mr. McGrath are going to stand on the *1.00 

as of today. However, I can pursue it as your Lordship 
suggests. 

T= CHAT RMAN; I do not want to interfere in 
any Counsel's method of approach of finding out any given 
thing. But we ultimately want to know from Some Source where 
that “1.00 came from. 

MR. FRAVLEY: Raaaae today's price, surely, 
where the ‘1.00 comes from in today’s price, if it is in 
today's price. 

THE CHAIRMAN : It.is not today av ally He 
Says that is as of January 1938, and I am not talking about 
another thing. When he gsts down to date I supnose he 

will justify the continuance of the posted field price, 
because of lack of ghanve of conditions or that they are 
being generous in maintaining it, that being as the case 

may be. But at some time I do not care how, but we 

want to know how you get that starting point of your 
Statement. You set it up and leave it. The statement 


" is of value or not according to as to whether it is 
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predicated on a sound basis. 
MR. FRAWLEY: If we got back to the beginning 


Pourcould rine ust at vou chose, or if you had been asked io; 


@ Similar calculation based on the posting as of September..... 
THE CHAIRMAN ; September 1937? 
Q Px Rey LY : I want to get the actual date, 


moat 1S ail sepuenber lst, 1957, you posted a price and 
just to put it on the record, comparable to the one we have 
been discussing this morning, 48 gravity, you posted a 


price of *1.52. Now that was, I presume, a composite figure 


too? 
A That is a composite figure. 
B} Now we are taking the factors involved in the calculation 


es 0: January 1938, that is still a composite figure? 
A That is right. 
Q SO you must bring your calculations made up on precisely 
the same basis, and if we had one here, Mr. McGrath, what 
would be the starting point, the well price of Cutbank crude? 
A I do not know, Mr. Frawley. I have not got those figures 


here, 


(Go to Page 7188). 
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A Well, I do not know, Mr. Frawley, I have not got those 
freures| here, I did motyering them all. 

Q Then we cannot discuss that September, 1937, figure; 
then we will have to go, as we have done, go to 
January 5th, 1948, and the price then is $1.30; and 
so you have shown us, as you have just completed, the 
first step in these calculations; now, Mr. ifeGrath, 

I want to ask you why you use the ase why you 


uso the dollar:on the 5th of January, 19387 


THE CHAIRMAN : He mentioned $1.30, Mr, 
Frawley. | 
MR. FRAWIEY: €1.50 is the-figure that 


Mr. McGrath is now working on, but he has to get to 


the first part of it, the starting part of it, 


THE CHAIRMAN: All right, stay with that. 
Pe (FRAWLEY 3) Can you say anything more 


than you have, why you take the dollar? 
& No, nothing more than I have said, Mr. Frawley. 
Q That you felt there was distress there, and from ‘the 
information you gathered from various departmonts of 
your company it would stabilize to a dollar, or, as 
you answered me a moment ago, it would come to where 
you had to pay a dollar and, therefore, you used the 
dollar in making these calculations? 
Yes. 
Was there a posted price at that time? 


I don't know 


Oo Ff, BO PF 


That is what I understood, that postings had/ been 
withdrawn about the end of 1937? | 


A Just exactly wnen I don't know. 
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THE CHATRMAN: Mr. Frawley , Cutbank, you 


know, is not alone as to the price of oil in America, 
how do you have to pay a dollar at Cutbank, I mean, 


we are leaving out distress for the purposes of simplify- 


Ds bs 

BR. FRALEY: Yes. 

THE CH.ITRMAN:. Can you get that information? 
MR. FRA‘URY: Of course, I don't know. 


I do not want to be unfair to Mr. MeGrath, I have some 
idea of his place in the organization, he gathers up 

a lot of information from people in making these 
calculations. 

THE CHAIRMAN: He says "I had to pay $1.00." 
his company had to pay a dollar at Cutbank as of that 
date, at least it) paid that, ignoring the peculiar 
distress conditions. 

MR. NOLAN: I don't think that is quite 
Sieh t. Sir. 

Q MR. NOLAN: Did you intend to convey 
that your company had to pay a dollar at QGutbank? 

tio, . didn’t. I’ said at that time the prices were very 
low and crude oil was selling at 75 cents a barrel at 
Cutbank. 

Q Yes, and then goiig on from there, and what? 

A But it was felt that it would stabilize at probably a 
d@llar per barrel and that was the basis of the 
calculation, but we were---- 

Q THE CHAIRMAN: And once it was stabilized, 
the dollar ae the figure,that you had to pay, is 
that correct? 


ee) That is right. 
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Q MR. NOLAN: If you had to buy the oil 
there? 

A Bnet, is. it. 

THE CHAIRMAN: Ciite so. 

MR. FRAVLEY: The Cnairman is putting all 
this to the witness, and saying "Why a dollar?" instead 
ery lsc. 

MR NOLAN: Because we thought we had to 
pay $1.00. 

Q MR. FRATIRY: That is what, + was trying to 
be fair to him and I was saying he cathered information 
from maybe eight or ten people, purchasing agents, and 
Others, and put a dollar down as the price, and are 
you able to give us something more exact? 

fee NO, cannot give you anything more exact. 

THE CialRMAi.: That I am coming at, Mr. Nolan, 
is that the starting point with this witness, and that 
may be as far back as he can go, is $1.00. ‘We are asked, 
enongst other things, to find, to make a finding in 
reference to this, and I want to go behind the dollar 
and find why it is a dollar at Cutbank, why it is not 
$2.00, or why it is not 50 cents, you follow me? 
MR. NCLAN: Yes. 

THE CH..IRMsAN: It may not be this witness 


who should go into that at all, but I am saying to 
counsel, that we are not going to take the dollar as 
the starting point and then attempt to write 

somethihg about it without knowing why the dollar, and 
why it comes or how it comes. 


MR. FRAWUEY: Yell, I think that I have 
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that any further questioning of ir. MeGrath would not 
lead anywhere, it would be just repetition. 
Q THE CHAIRMAN: You are not the cone from 
whom we should seek information going behind ee 
doliar, Mr. MeGrath, as I understand it? 


Po seliv Pydon*t) know where* you could go, sr. Chairman. 

I told you just exactly whet happened, it was assumed 
that it would be stabilized at $1.00 per barrel, and 
assuming it would be the fair’ price for it; although 
it was selling at less than that. 

Be Ou see Mr. SeGrath)) assuming it had been stabilized, 
as you Suggest, then it would be $1.00 a barrel, there 
is no reason that your great corporation would be buying 
erude at Cutbank at $1.00 a barrel if they could buy 
elsewhere at 90 cents? 

te If we went into the market there we would be buying at 
the going rate. | | 

ee When you were speaking before, I understood you had 
the opposite view, you say that would be the going rate? 

A No, I would say we would pay the soing rate if we went 
in there to purchase crude, we would pay 75 cents, o9 
whatever we could buy it at. 

Q Then I take it we can assume that once stabilized, 
that would be the going rate? 

moeerec, I think’ so" Ll think that is fair enough. 

Q and by the going rate,you mean having regard to its 
location and having regard to the refinery which you 
are considering, that would be the basis, whether you 
could purchase oil elsewhere in the market or not, 
that is right? 


A I didn't just follow that. 
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You say it is the going rate, how is the going rate 
established? | 

Well, you go and purchase. 

That you never pay more than, when you go to purchase, 
more than the article you are purchasing is worth, 

I do not suppose anyone does? 

No. 

How do you determine what it is worth? 

Competition determines that. 

Yes, and then you héve to know how competition arises 
and $0 0n, and, perhaps, this is not the eee at all. 
MR. NOLAN: No, let me ask a question. 
MR. NOLAN: Mr. McGrath, as I understand 
it, the purnose of placing any value at all on v‘ontana 
crude was to arrive at the price for Turner Valley? 
That Ls right. 

That is the first step, is it not? 

Yes. 

And so in order to set and fix a fair price for the 
producers in Turner Valley we go or assume 4@ price in 
sontana for a barrel of crude at more than the going 
price, as you cay? 

That is right. 

In order to establish the value which would be fair to 
the producers of crude in Turner Valley, ‘ecause we were 
fixing the value of Turner Valley crude? 

That is right. 

We are not buying crude in Montana at $1.00? 

No. 

We are fixing the price of Turner Valley crude in the 


light of what we think is a fair price to put on .:ontana 
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crude, not from the point of vicw of the Montana 
producer, but of the producer of Turner Valley crude? 

» Yes. 

MR. FRAWLEY: | That is all very true, but 
basically it means you put yourself in the position 
of buying, of being a purchaser of Montana erude, 
that is the first step. 

THE CHAIRMAN: Poot s00. 

Q MR. FRAWLEY: — And you said to yourself 
What would we have to pay under normal conditions, 
for ontana crude, that must he our starting point 
in our calculations to determine the value of Turner 
Valley crude", that is true, is it not? 

& Welk, the determination of what you pay for crude is 
when you go to buy it. 

oo AL Teeny 

A At that time crude was being sold as low as 75 cents 
a barrel but, as Mr. Nolan points out, figuring the 
eee of Turner Valley crude we essumed a value of 
$1.00 a barrel for Montana crude, although we were 
not buying it. 


Q Iwas going to ask that, to be fair, in your calculation? 


b> 


Yes. 
@ You took 6 fisure of $1.00". 


* dh meat 1s rich t. 


Q And it was just a calculation figure, it was just a 
calculation,you. were not buying crude at th.t time? 
= No. 


@ But you did surely put yourselves in the position of 


potential purchasers, you assumed you were purchasers 
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when you put down the $1.00, didn’t you? 

A Wo, I don't think we assumed we were purchasers. 

Q It is just a matter of language. 
TH? CHAIRMAN: : I think I understand it. 
Ignoring the peculiar distress Pec iene in the 
Baton of the witness’ company, the price of which, - 
ignoring I say, I am not ignoring this 25 cents at all, 
but for the purposes of calculation, ignoring the 


distress conditions in Montana----- 


MR. FRAWLEY: Yes. 
THE CHAIRMAN: It was felt that Montana 


erude should be bought at 41.00 and, therefore, this 
Valley should get no more than that. 

MR. FRAWLEY: Peg sein Gs 

THS CHaIRMAN: ES thay puitbime pity fade y 

Mr. Nolan, do you think? 

MR. NOLAN: Exetuse me just a moment, 

fan justhweskhing + [think tthat is very fair. 

THE CHAT RMAN ; We just want to have it clearly. 
MR. NOQDsiN: We assumed that the fair value 
of Montana crude would be $1.00, although it could be 
purchased for less money at that time. 

Q MR. FRAVLEY: Now, just one more line of 
Guectioning  wantuto. mut to you, Mr. MeGrath,if----=-= 
THE CHAIRMAN: Sometime, Mr. Frawley, 
forgive me for interrupting you again, sometime from 
someone we want to know how they arrive at that $0.00, 
Forgetting the 25 cents, because the witness agrees 


that that is just a temporary thing, but that it 
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would be stabilized at $1.00. 

MR. FRAWLEY: I just want to explore that 
now, I just want to ask’ him thet very thing. | 
MR. FRAVTEY: Now, Mr. McGrath, there you 
were sitting in your office in Toronto when ou made 
this calculation, when you wrote down the $1.00? 

Yes. 

Now, I prsume you conferred with various officers of 
your company before you wrote down the $1.00, I am 
endeavouring to explore the Chairman's suggestion? 
Yes, we talked it over. 

Now, with whom did you talk it over? 

Pell I ¢O not (recall, Mr. Frawley, it: was in the 
manufacturing department. 

But this was a matter which particularly had to do 
with the position in which your company would be, 
Supnosing it were normally obtaining, supposing it 
were normally obtaining its requirements in Cutbank, 
so I wondered with whom, with knowledge of the Cutbank 
field, you consulted? 

I cannot say any more than we discussed it with our 
manufacturing department in Toronto, with various people. 
Mr. Naylor was an officer of a company that had just 
recently left Montana? 

Yes. 


Do you remember if you took his opinion on it? 


I don't remember. 


THE CHs.TRMAN: Mr. MeGrath, who, in your 
organization, would decide, or what people in your 
organization, would decide as to what was the proper 


price to pay for oil at a given place at a given time? 
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Q@ Who says "Yes" and "No", about thet. Apparently 
you are not the one? 
A Well, it is done through, as I say, discussion in 
the manufacturing department, the manufacturing 
department consisting, with the organization consisting 
of refining men and crude men and so on, it is after 
a discussion with men like that that they arrive at 
this basis. 
Q MR. FRAWLEY: Will you put them on the 
record, Mr. McGrath, and we might look at them another 
time and see what we can make of it, Mr. MeCloskey 
is the head of the manufacturing department? 
Yes. 
He is the vice-president in charge of manufacturing? 
Yes. 
And you are the assistant manager in that department? 
No, there is Mr. George Stewart. 
And who is ‘'r. Stewart? 


General manager of refineries. 


D &- p & © & OD. & 


And then is there anyone else just immediately 
associated with itr. Stewart, who would be in the 


conference? 


b 


No, there are the three assistant managers. 
Thre2 assistant managers to .r. Stewart? 
Yes. 

who are they? 

Mr. Copeman, Mr. :ioore and myself. 


Mr. Clarence Moore? 


Pao. fo > 


No, -r. Roland Moore, and myself. 
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Mir. Copeman, Mr. Roland “‘oore and yourself? 

Yes. 

And then? 

Then there are other assistants. 

Other assistants under Mr. Stewart? 

Yes. 

Then passing from Mr. Stewart's particular branch, 


you mentioned that the manufacturing department is 
made up of refinery men and crude men, you said? 

Yes, Mr. Simpson. 

And what: is tir. Simpson's position? 

Well, he takes care of the purchases of crude oil. 

For the whole company? 

Yes. 

At all refineries? 

Yes. 

Mr. Simpson, and who else immediately associated with 
Mr. Simpson, if anybody? 

Well, he is just part of the organization. 

He is part of Mr. Stewart's organization? 

Yes. 

And then who else? 

DO you wish me to name all the people? 

No, just those people who might be called into conference 
in determining the problem we are faced with? 

That is every one. 

THE CHAIRMAN: And all being in conference, 
I vane somepddy has the say, is that Mr. McCloskey? 
Well, the thing is discussed over and Mr. McCloskey is 


the director of manufacturing and naturally----- 
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Q He would have the last word? 
A Yes. 
Q MR. FRAWLEY: These other men are called 


in to assist and guide him in coming to a conclusion? 


A Yes. 
Ti CHAIRMAN: It looks as if he is the man. 
MR. NOLAN: Mr. McCloskey cannot come 
before this Commission. His state of health is such 


that he will not be here. 

WR. FRAVLEY: That is true, and that does 

not bother me at all because Mr. McGrath, and that was 

our arrangement many months ago, can say everything 

that Mr. McCloskey would say if he were here, as I 

understand. Mr. McCloskey probably discusses the 

matter of that sort at Board meetings, would you say? 
A I donot know. I never attend Board meetings, 

MR. FRAWLEY: Perhaps, we cannot pursue 

that any further. 

THE CHAIRMAN: You say Mr. McGrath will say 

everything that Mr. McCloskey will say, and Mr. McGrath 

has just told us that he does not, is not able to speak 

on the subject. 

MR. FRAWLEY: well. probably he’, what? 

meant there----- 

rit CHATRMAN: If Mr. McCloskey is too ill 

to come, he must be ruled out, but if something happened 

to Mr. McCloskey the business of this company would 

likely go on, so somebody must be able to speak as to 

how they arrive at what, tT understand the witness to 


call, the proper competitive figure. 
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A 


Q 


WR. NOLAN: | As i understood the witness, 
he aEyS, as the result of the information they had, 
the opinion of the company was thet a value of $1.00 
should be placed on Montana crude at that time; now, 
bat Ss They conpany Ss opinion, is it not? 

Yes. 

There is no advantage in anybody else coming, could 
they say more than you can say? 

No. 

THE CHAIRMAN: No, but Mr. Nolan, the 
company’s opinion about any given matter is something 
which surely we must have, not just accept it because 
it is the company's opinion. 

MR. NOLAN: No, but not reject it sither 
because it is the company’s opinion. 

THE CHAIRMAN: No, but let somebody come 
and say how it is arrived at and we will accept it 
then or reject it as we think fit. 

MR. NOLAN: This witness is saying 
because crude could be bought in Montana at 75 cents 
a barrel, they were prepared to assume a value on 
each barrel of Montana crude at $1.00. 

THE CHATRMAN: I understand that. 

MR. NCLAN: To be on the safe side. 
Now, we cannot say any more than that, if we are here 
for weeks, can we, can we, Mr. MeGrath? 

ne. 1) dO not think so. 

MR. FRAWLEY: What you mean is, you sat 
around a table and you got information that it could 


be bought at 75 cents, somebody gave you that information, 


Reed eae =e 
meat a oS ‘naka enna Gas Yo $ Saino ott - ‘ 


| ™ ] Ney id mA 


aD pas =f EEE ar iss 


aug ee ener aati YS 3 ot st 
hee =o cians r Saat ‘ean ‘qalgnes mo boat 


Bi moles 
mat ee SM bees ' 
‘ * 


4 eye. S - ra eS os agg. estas ae idee : 
‘Some os wid FS afar Baath 


tTRee OT ES ies 
Sale eo Se ay ingie a mae: _ 


pe Be CLI rs | ms 
Septet a4 ior es - + : - 
Aen Rtoe et) a2 (aebaige # yaagioe oe 
th agadeetvgna yy mae tn eS Pe Ub ese cae as anit Sy 

Va Te. * : Me br 


, PU: Rat Hx - vy x Re ie a 
y ‘i Eaten. (Enkin) Belo wos as niagara en 4 


/ ‘ , 
- reo ne = eae Se 5 dys 
4 Wat eee Sines AS CA A Pe ¥ t y 

PAIRS Oy a a Rh ee. . a 


Vay? 


ghS AB LATT  Caee pee 
f re “te a 7 ie i e elaee ‘ 
2 ee gs 
; at ae Pe ey my Ware Si 
& ee ay a te re of 0) hae fet EY is Ps 
oh Sages on eke ey, 


on he ae 
a Big fy Og) GR ain, 
N(atnoaaen! eye i 3 ae 


eae aries oe a2: 


age . eee bees Me af wh \ aes or FR 4 
ie eae: ena 
‘ ‘i i on, aa r, a inet 
. ; 4 Gand a ae HTS 
tes apa ahs Sue ke oa ae px 
. ; M 4. 
a Bere vi piety, 7402 We ae ¥ Y iy) eee ae eae 
~ Se Se Lola d 
PP eee esc OA MR ew Ae Ree ry oe et chap Leah aa 
SUE A chi ce Say ek wits RY ‘ F ~ 
eer rd oy NR ee a a duos iia 90D Len 
: ‘ ” e7; r a ™ fs Sty ce <a U re Fr = Gi tr EOee eT are 
bey © ey or Pe ee et ee a ae 2 ie 
Re ree Ry Poe eA MR RC or Cog RR aes 
iG; GUL wa ELA ae Bo eT otis eter ede 
; ops haar ee eee PRONG) roe fe ness a es Mg 
i , 68 te So whive one night te is 
iy, ets i a 4] ra , 5-4", 
tT ; m 4 _ ay ; ‘et ie a oe Buh: Beers ahs oe ESA TERR : er ae 
ot 


Mine BES, hae we: ne. ‘oan wat 
i eh + f Hf eS : ) oe 
ia # us A aoe r * Beck 4 2 “5 mir \ ans ae Best Ear | ae ‘ 


\ aie rusty a ab oa ie 


f ¢ . : ¥ Py 


he part 4 te Hon ‘Saat 


J. McGrath, -7200- 


“probably Mr. Simpson? 

me 6 6YOS.. 
And this is fair then, you would say we should charge 
75 cents, except we think that a special distress 
condition exists there and we must increase that, 
whet will we increase it to, 80 cents or 90 cents or 
$1.00, did it go something like that, is that a fair 
way of describing it? 

A Fess | 
THE CHAIRMAN: That is working, Mr. Frawley, 
on an assumption that I am not at the moment prepared 
to accept, that is that the company buys crus oil 
at whatever price the producer asks for it. I am 
wishing to explore whether or not oil is not bought 
at the price which the purchaser will pay for it, and 
that is quite a different ‘thing, and who decides what 
Weld be, paid..id that is the case. if he is the one 
who decides what will be paid, all right; now, that 
is what we must have to explore this intelligently. 
MR. FRAWLSY: The importance of it is that 
it did lead to a calculation. 
THE CHAIRMAN: We are working now at $1.00 
for Montana. Dicutmit) to you that the price of G15 00% 
that that is something which is predicated upon a 
theory that I at the moment am not prepared to accept, 
that the vendor of oil fixes the price. Maybe that is 
so and if so let that be established. 

Q MR. FRAWLEY: Let us put that on the record, 
Mr. MeGrath, it has been suggested that these calculations, 
the insertion of the $1.00 as the starting point on 


this calculation, Exhibit "263", is predicated upon the 
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assumption that the vendor*fixes the price of Otic 

now, do you agree with that, that ine vendor fixes 

the price or does the purchaser fix the price? 

I cannot answer that. I am just telling you that 

we start at this $1.00, now, I cannot go beyond.thst. 
MAJOR LIPSETT: Mr. MeGrath, would you just 
let me test it out by putting the reverse case to you, 
that instead of an Inquiry as to the price of erude 

in Galgary, that the Inquiry was as to the prices of 
erude in Montana, on this basis would you have anything 
more to do than to nut this document in in reverse and 
say that the price of Turner Valley crude for Calgary 
is $1.62, that that is set by the market and, therefore, 
the vrice in Montana would be $1.00? 

You could reverse that scale and that is what you get. 
And so far as I look at it, it is based on an assumption 
that you fixed for the purposes of making tut this 
statement? 

That is correct. 

MR. PLOTK INS; Mr. Chairman, may I interrupt 
there and give you the basis probably for detcrnining 

or trying to find out who should come here to say, to 


clarify the situation? 


THE CH..IRMAN : Yes. 
MR. PLOTKINS: In connection with this price 


of crude in Montana, the first thing that the Commission 
should have come to its knowledge is the price of crude 
in the Mid-Continent; in other words, the principle 
that exists in Montana is the result of the conditions 


that are a fact in the Mid-Continent; the *Tia-Continent 
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being the biggest market in the United States, and 

it establishes, due to competition, a certain price 
for crude at certain fields in the Mid-Continent. 
Now, that price is tho governing factor that the 
refiner or the purehaser of crude uses everywhere 
else for this reason, that if we assume, well, we 
will take the Cutbank field----- 

MR. NOLAN: If Mr. Plotkins is going 
to make a statement, might the witness sit down? 

THE CHAIRMAN: Yes, you might take a seat, 
Mr. McGrath. 

MR. PLCTKINS: Pr think 1% will help tovges 
the principles before the. Commission and the basis of 
the figureswhich will be submitted, not only by the 
Imperial but by other companies. Now, the orice of 
erude having been established at Tulsa, Oklahoma, 
which is the main place, the refiner in Montana 
then begins, when he wants to buy crude in Cutbank, 
to find out what he can lay down crude from Tulsa to 
his refinery. He ignores the refined product 
prices. He is only dealing with crude at the moment, 
so then if the producer in Cutbank asks 32.00 for his 
grude, and he can lay it down at $1.50 compared with 
quality, I am ignoring the difference in gravity and 
everything else, the result will be that the refiner 
will not buy the crude in Cutbank, and automatically 
the Cutbank field price, leaving aside all other 
considerations which, of course, cause complications, 


I am going to deal with them later, - is going to be 
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established at the competitive valuoc with Tulsa. 

You then have the basis. ‘The Chairman will then 

probably ask "ht determines the price in Tulsa?" 

Now, there for the first time there is a distinct 
relationship between the world price for gasoline and 

the price of crude. Do you gather that, Mr. Ghairman? 
TH GHAIRILN: I am following you. | 

MR. PLOTKINS: In other words, Tulsa, Oklahoma, 


gasoline to-day is 4% cents a gallon. ‘There is no 


exorbitant orofit there. There is no consideration 
beyond world consideration. "How much ean we afford 


to pay for crude and sell it at 4% cents and pay all 

our bills end have a little profit?" Now, that is 

the basic place. New, the man in Montana or the 
merinerny in Montana is not faced with the séme condition 
as prices are not determined by world conditions, but 
by local competition; in other words, and we an ZO 
into that later, the prices for gasoline in Great Falls, 
Montana, is not determined by competition from Tulsa, 

or from Venezuela, because no one can lay gasolinesdown 
in Great Falls from any local refinery, I mean from any 
Tulsa refinery or any other refinery at a price 
comparable with the price of the Montana refinery, so 
for purposes of buying crude the Montana refiner 
disregards the prevailing prices for gasoline, but 

he does put the vroducer in Cutbank in competition 

with the producer in Tulsa, all right. Now----- 

THE CHAIRMAN: You say the Tulsa price plus 
carrying charges to the point is whet is to be considered? 


MR. PLOTKINS: Originally, that is the 


’ 
Se 
, } 


: “HH Some ont ies Ws 
Hee Sis san Bic jae >be aie SHANE Se 


ger! sme pan Fete ont ae Bey 


f - fa 
rf NaC. rq 


PAD (ARRHE OMB TRS ey mete 


7 7 guna a , ¥ Lee é >» 9 

ie HP Shed, AROs sey f. StIRe er B! 
“ 7 = Fd a ei ce 
poetersaiager pA es sto LBBOT FE ROG 


a : me ne vader ol he ome ro as fy 3 ae t 4 A 
MERA e A ABD ORK Be Fe Pe ee 


2 . i" ; Ob Ky . é 
coe veo Han Boney Be se Te ELRe Ee wh Wid Bi ao 


et tide. mei Mee whore Age as of orl! Bee: atk “a 
* li "4 y * Ke , eo ap A - 


f a ‘ ‘ ¢ Abe sl ae cu 
Bie ao BERT ROM i) Tat ails ae. ee 


HoLd FARO oe aOe Meee Poses TOS Fs pe ee se 


bad 1e20: # Paoter arse Se oD Rm Se OF ra iar ese a 


ee bitte ‘ae fae paRTOW S0kso 8s Fhe pe #3 Gay ieee 
BEES garry v4 oni Loehae’ 2 Meaty. a 
rae MOT? BOL TM AROS Me vey 


2 
= 
ees 
om, 
@ 
ee 
Re 
at 
ry 
2 
eS 
ID 
! 
ad 
tak 
oi 
Pro 
Ni 
oy 
ra 


on ger) apgh i eae SS (Res Yaa Mery Sites 
ere % ee ; «? Acs ' =o 
| ' 


eo 
ve 


, 


Ase ae Bg we yaa 3 Tet o ae Bt pied 
: ae aene id 20%, BSR Be Re aO1e 5 Bi dt iw ebese 
bates gence an? hero weluye te 988 
ek Maes tie gilttaveta Aue wl 
oat hasten Be er ewtoss ana He 


J. MeGrath. -~7204- 


original basis. In other words, when conditions were 
Simpler in the oil business and we didn't have so 

many oil fields, the price of crude was always, was 

the price, was the price in the main field plus freight, 
but as we developed more fields and it began to take, 

it began to find enough crude supply to take care of 

the local situation which in turn established its owm 
price because there were other factors, such as, for 
instance, on the Pacific Coast, the Tulsa crude laid 
dowu in Los Angeles was higher than the Venezuela 

crude laid down in Los -éngeles, so, therefore, the 
Venezuela, or at least the California producer 

was not put on the spot to meet the Tulsa price, he 

was put on the spot to meet the Venezuela price, where 
it could be laid down considerably cheaper by boat, 

so we had from the original, simply the condition from 
Tulsa; we had other complications, but for the purposes 
of clarifying this situation I am going to ignore those, 
and I come back to the Cutbank situation, when the 
Imperial, we will assume to-day that the Imperial wants 
to buy crude in Cutbank, they are not in a position to 
decide definitely what they will pay, for this reason, 
The International Refining Company in Cutbunk is a 
purchaser, there are probably five or six other refineries 
purchasing, they are already there with a given market 
and with conditions that permit them to take 75 or 80% 
of the crude output and they have decidedthat for their 
condition, taking into consideration all the competitive 
matters, that at that particular time crude was worth 


$1.10, although there was no official posting. Now, 
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this question of posting is another matter, so that 
if the Imperial or any other company went into that 
marké& and started to compete, it would be faced with the 
conditions that already exist at that time and it would 

| have to raise that price, not lower it, in order to get 
its own supply; in other words, at the present time, 
the Cutbank and Kevin field have a very little amount of 
Surplus and even when these distress conditions existed 
they were only temporary; there was only a very small 
amount of surplus. Even if the Imperial went in to-day 
and started to, wanted to take crude which is already going 
to the other refineries and to deprive them of that orude, 
and those other refineries would have to go far afield so 
that it would cost them more for crude, they would auto- 
matically prevent the Imperial getting that crude by raising 
the price which they were payirmin order to meet the added 
cost of going somewhere else; in other words, if the 
Imperial wanted 6,000 barrels out of the total production 
of 10,000 barrels from that field of 15,000, and that 6,000 
barrels would deprive some of the refineries in that area 
from getting sufficient crude and, we will say, it would 
deprive them of 5,000 barrels, because the field has only 
a capacity of producing so much at a given time, the 

' Montana refineries would possibly uave to go to Oalifornia 
or Mid-Continent or Wyoming or somewhere else to get their 
crude , and they automatically would «dd the cost of 
bringing that much crude to take care of what the Imperial 
would devrive them of, or somebody else, that will 
automatically make it possible for them to pay so much more 


@ barrel and not import the crude from Wyoming. The result 


yr a  e are if 
* on.) x We. “ " ' . You’ « : » 
ant rh . 
; en ' a 4S wok fae . 
ay ‘ ‘ : ear 
i M Dy.t 
ws : + ‘ M " 
a 7 : : a ra 7 rm : ‘ 
peal ¢ , = i ; 4 
ae wosN~ 
Aa Si 
: a : ABA a 1 
f, - : : Baya is ce ce we 


Me ae b: sant rr PPh boku Aa oas | oA. 3 


2 by ha i 


oF se : vasigaatult ¢ 


Say 


iy ee anh ed DEL. aa aBteatos, oO 
nist tadt: 28 edie’ boa ‘sod 


ae: fb semen ren noes. cobra aes 
: why cae a8 ae adie a 


* Tet Re bor) * . A ae 
Puce BITTE. Bey, Bae Ree Y hAveR, Bap. 


40 SY Bwr AS y SOL 


oa cena tone f ot “4 be Law ie aT Ma Balt Ye re us 


“~ %. * ait i+ ot ot 146) “er " 
7 ce ae ae ti gare cb RO ek SARE IB oor 
~*~ ee * . 
} a ” s ee eee eS he & + oe a x > 
eet % a Ae ih ven ea) eal Rie oie eM aes REN + Se e seh, he ans 
Cail le too) ree Med aa Sod ve < ‘ Seis 7 hn 4a 
. Layee 3 : ~% i 
‘ n> ‘ Te nine cm a 7. ie oe 4 3% b i ag 
fy me WL BOR bh thes EE Ae i 5 i ee ean ae Sy Ohh Hs Le ie 2 3 te ite aa 
ats =: Fee roe a i ees a .- Ps Ys i Speed io 


Vee pal bined cad caumet ,e beret, 000, 0) 26, ae 
ae ee a ee A ares a :? sj : % are oe ons meee 


Ns oir, RO Be. PARE RRS HORSE, 3" Cee 
Th, Mia! Seca gavin hk $2 notn of sow es 

coe oe © 23 MnP tee = " 3 y a 

9 4 ad ; ; q 

st sapere eng. t md 108, ot eupy winitaay, WiAow ees 

a = ae oy o net By yr ee ae y Eel ee Fey ; 4 


see. toa0% 8.8 wiembepllon, 16, er eo 10.2 nao ka 
: eek? 1800, 08 « iat af CRs are a ROR OR. | 


aA 


: gate sen we. oo nie vou 


e ae 


J. McGrath -7206- 


is that the Imperial or any other person butting 
into that market will be forced to meet the competition 


of the local refineries. 


(Page 7207 follows.) 
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So that there are these considerations to be faced by the 
Commission in endeavouring to find out how the price of 
#1.00 was established and whether it is fair or not or 
whether there is a sound basia-for+it | Now in Montana 
aeons time, 1957 or 1958, January Sth, conditions in 
Montana were disOrganized dus to the fact the Montana 
producers had lost the Canadian market, which was a substantial 
part, although not a vital part, of their market. Now the 
price at that time was $1.10. That price of $1.10 was 
arrived at in the main through the considerations I have 
enunciated, insofar as applying to the Tulsa rate and 

local considerations, bringing it back to what crude could 
be brought in in that field. I believe that it probably 
would be a very complicated thing for the Imperial Oil 

Or anyone else, aithough 1t can be done, because the fact 
is that the Companies do get together in fixing a price 

for any given field. For this reason, thatif the companies 
did not ret together they would be fighting one another for 
crude and prices would not be stabilized. So that in 
Montana, before the Imperial or any other large purchaser 
would go in there and say "Ye want to buy 6000 or 10,000 
barrels a day," which is a substantial part of the pre- 
duction, they would consult other refinsries, the major 
Companies, because they would be the only ones that could 
interfere or could influence prices, And they would say 

to them "We propose to do this and do that, and there is 
the price we propose to pay, because that is what our 
conditions demand." Now there would be a levelling off 

of interests so as to come to some common understanding 


as to what would suit the best interests of all, and level 
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out the differences. Now that is the fact that the Com- 
mission should explore in accepting this figure of “1,00 
because I think that ree Sanorbant’. If you do not 

; get the facts you are just going to go around ina circle 

not knowing what is .the basis for crude oil pricaas, I do 
not know that I have been of any assistance but it will 
give you at least the basic elements that go into the 
making of prices. 

a} MR. FRAWLEY; Move tur. un CGrauh. vae wd 
gather, you at least feel that you are not able to add 
anything more than to say there was a general discussion 
among the responsible officers of your Company and you 
came to the conclusion that 75 cents, which you did accept 
as a fact - there was no guessing about that as [I understand, 
your information was you could on the 5th of January, 1938, 
purchase crude, or crude was offering in Cutbank at 75 

Cunts., That was your starting place? 
A Yes. 
s) And that was reported to you as a fact? 

A Yes, 

) And then you just surmised, reviewed the probabilities 


and came to a figure of “1,00 in that way? 


— 


Yes. 


Q 


You yourself, of course, did not bring any of your own personal 
knowledge to bear on that? ‘Whatever can be said about the 
other gentlemen, you at least, accepted the opinion that was 
given to you? 

Yes that wae the Botnkan of othon people in the discusgion. 


You were one of the conference but you yourself did not 


bring any particular opinion to bear? 
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A No. 
a That would be outside of your particular field? 
A Yes. 
THE CHAIRMAN: You just heard what Mr. 
Plotkins had tosay. Do you agree with it? Or were you 
paying attention? 
A I was paying attention, yes, but Mr. Plotkins covered a field 
that I have not experience of. I do not know. 
THES CHAIRMAN, Vary good, “NG get many 
statements from Mr. Plotkins and they are, some of them 
we think, of value. ‘Ye feel if Mr. Plotkins has knowledge, 
his knowledrs should be plumbed and in cases where it is 
knowledge that would be helpful to us, he should be 
aSked to give avidence. 
MR. FRALEY; Yes, because it is difficult, 
The Commission wants to make some use of it ultimately, 
and that is the difficulty. There has been no cross- 
Sezemanation. T’cannot turn...... 
MH CHAIRMAN: We will not rely on state- 
ments made by Mr. Flotkins from the floor, where he does 
not submit himself to croSssexamination. But when he has 
information that in your opinion i8 of value to us, whether 
{ added to or destroyed by other evidence later, then we 
Should not have to get a starting point and explanations 
from him fram the floor. ‘Ve should get it from him as a 
witness. 
MR. FRAYLEY: Quite so. But I am quite 


sure you realize my position. I cannot control Mr. Plotkins 


very well. He rises and he makes statements which, I presume, © 


is his vurivilege. But he should anpreciate the fact it is 
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for him to consider, more than anyone else, that he is 

not adding anything by making these statements fron the 
PLOOr . 

MR. PLOTKINS: . I am willing to subject 
myself to cross-examination any time. I fesl I am under 
oath. 

THE CHAIRMAN : Take right at this minute, 

we are concerned with that “1.00. If you have other 
witnesses that are going to go into that, just tell us 

that and we won't bother Counsel noY this witness more 
about it. If you have not, and Mr. Plotkins has knowledge, 
let us have him as a witness. 

Pee GRA NL Xi: Let me make a statement about 
that. Quite somedays ago now I told Mir. Nolan what my 
evidence would be, and what I could establish if I brought 
witnesses from Montana with respect to the present price 

of Montana crude. I asked ur. Nolan to communicate with 
his people in Toronto as to whether they would agree with 
us at the figure on the present effective price of Montana 
crude, which I thought I could establish to the Comission. 
He has had some dealings with the company, and while I may 


not have had Mr. Nolan's last word, he ratte r intimated,.... 


| THE CHAIRMAN : As I understand this witness, 
he will bring this whole calculation down to the »resent? 
Poe PRI LTY.: Yes. 
THE CHATRIAN : He said there is no chanze in 


the posted field price. I have no doubt you will explore 
as to whethr or not there was any change in the conditions 
which would justify a change in price. If not, all he has 


Said as of this datd 5th January 1938, will anply to the 
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James McGrath. 


present. 
Mie) ORE TAY Yes. 
THi CHAIRMN: But that will still leeve 


us in doubt about his premise. ‘6 do not want to be 
bothering Counsel. If either of you or anyone else here 
4s going to explore this »1.00 we will stop right now. 
MR. FRA .LiY; I can find out nov, because 
I do not think I have had Mir. Nolan's last word, as to 
whether he would agree on the figure I gave him. 

Mi. NOLAN: NOe 

MR. FRALEY: The answer is no. May 

I take it, Mr. Nolan, or perhaps I might ask Mr. MeGrath, that 
whon you conclude everything you heve to say about the 
present field price of Turner Valley crude, your starting 
point is going to be 1.00 for crude in Cutbank? 


ee I can give it you whichever way you pleasem at 41.10 


or $1.15. 

Q What are you going to say is your be:t opinion about the 
situation? Your best evidence about it? 

A Ll -gave evidence before we felt that a charge of {1.00 


& barrel, or something a little less than ,1.00, and I have 
not any further information since tliat time. | 

Ss Then we are talking about the present posted price, and 
to such extent as you are being askec to justify, or we 
are asking your Company to justify the present posted 
price, we may take it the figure you are using is 4%1.00. 

4 The present price? 

6 The present posted price in Turner Valley? 

4 It leads up to the point, Mr. Frawley, for instance this 
average vas based on including the territory, or supply- 


ing tho territory in Manitoba with crude. Th=t.has been 
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oy 


out off. That is another picture. 

Yes. I think we had better let Mr. MeGrath go right 
through to the end and see whet he has to say about 

the present posted field price in the light of any and 
all the changes that there have been in any branch of the 
situstion since the 5th of January,,1938. That would be 
the bctter way to do it probebly’ 

Yes. 

All right. Then'we are just where we were before as 

far as the 1.00 is concerned. I think we have said all 
we Gan say about this for ths present. 

THd CHAIRMAN: You have :71.62 as far as 
you have got. The first of two prices contained in the 
5th of Januery, 1938, statement leading to the weighted 
average of ,1.52. 

“R «FRAWLEY: We have 1.6211 in exhibit 
"265". %I think that completes Hxhibit "263", Mr MeGrath. 
Would you proceed with the next step in your calculation? 
The next statment i8 Value of Turner Valley Grude in 
competition with Cutbank crude at Calgzry to supply the 
Coutts territory, that is the territory formerly supplied 
by Soutts. 

And what figure does it work out at? 


92 cents a barrel. 


STATSMENT IN GUSTION IS NO: 
MARK#D ZXHIBIT "264". 


Now this has been worked out ona very similar basis has 
it not? 

Yes. 

On exactly the same basis? 


The same fo-m. 
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7 
James McGrath. a Telom 
@ So that unless there is sonmthing..... 


A There is a modification there in the freight that we 
would have to pay for thst Southern area. Thet is put 
in this statement at 17 cents a barrel. 

a The value of Cutbank crude at Calgary refinery but to 
supply this Coutts area’ 

A The value of Turner Valley crude to supply the Coutts 


ercea. 


sD 


Yes? Ip working out your calculation you bring the Cutbank 

crude ur? 

4 “We bring it up to Calgary, put it on the market and then 
put it tack in the field. 

Gj There is a further element in the calculation this time, 

on Exhibit "264", because there is a deduction of .08 

cents per barrel absorption naphtha‘ 


4 That is right. 


aD 


WI11l you explain that, Mr. WeGrath, for the record? 

f It is necessary to add absorption gasoline to Turner 
Valley gasoline to make the same quality as from Cutbank. 
On the Calgary statement it was not necessary to put it 
in because the absorption would not change the picture 
at all. The absorption was right at Celgery. It was 
present. But here is a case where we are putting an 
additional run on the Calgory and it recuires additional 


absorption gasoline. 


£> 


I want the Commission to be clear about this, what this 
extra factor of absorption gasoline is. MNr.Cottle 
Suggests to me it is a matter of comparing the operetion 
at the Coutts Refinery with the operation at the Calgary 
Refinery? 

4 That is right. 
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Why? 

The Coutts operation carries on cracking as a full 
operation down there, and at Calgary im order to nake 
the same quality of product it was necessary to add 
absorption gasoline. 

So you did not use absorption. You have told us this 
is a composite statement, Calgery, consolidated Calgary 
and Coutts? 

This here one? This is Coutts. Exhibit "2635" was Calgary. 
But what is the next step, is that the consolidation? 


The consolidation of the two, yes. 


$ 
Exhibit "264" is Coutts? 

Yes, that is right. 

You did not use any absorption gesoline at Coutts? 

No. 

To make the product you require? 

That is right. 

For Southern Alberta? 

That is right. 

Now you are going to supply that Southern part of the 
Province, on these calculations, from the Calgary 
Refinery? 

That is right. 

And the products made in that Calgary xefinery must have 
absorption naphtha or there is absorption naphtha in 

them anyway? 

Yes. 

And these are the products made at Calgary with sbsorption 
naphtha, which are going to go into the Southern part 


of the Province to replace what formerly was refined at 


Coutts and supplied near at hand? 
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Bb Phat is correct. 


Lm) 


Then why do you need absorption gasoline in Calgary, 

at the Calgsry Refinery? 

A ‘hy do you need ansorption gasoline? 

Q Yes’ You say you usé absorption gasoline in the Calgary 
refining operation’? 


A Yes. 


a) 


But you do not at Coutts? 

A Now to begin with, Cutbank crude contains a smaller 
quantity of natural naphtha and a larger quantity of 
eracked naphtha. Cracked naphtha has octane, has good 
octane, and also has volatility, or light ends. Turner 
Valley has more natural gasoline and less cracked. 


Therefore it is deficient in both octane and volatility. 


»? 


And you, therefore, add to your straight run gasoline at 
Calgary absorption gasoline? 
4 That is right. 


> 


I do not know whethor it is the time to explore it, but 
that is because of the nature of the particular operation 
there is it not? 
4 To scme extent, yes. 
Q And also the peculiar nature of the crude. Well you have 
told us that? 
( A Yes. 


£2 


There ‘could be an operation, a refining operation with 

Turner Valley crude at Calgary which would not need the 

addition of ahsorption gasoline? 

4 Tmt is right. But tmt is severe refining. Tht is 
cracking gasoline. 

S “hich would be more expensive? 


4 Yes. 
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James McGrath. ~7A16— 
Q So it becomes a question of dollers and cents after all 


as to whether you use absorption gasoline to make your 
Cle ake products, or products at Calgary, or whether you 
use no absorption gasoline and at greater expense intensify 
your refining operation? 

b That is right. 


In any event this was the actual operation using absorption 


gasolinet 
A Yes. 
Q And that is why it is in this calculation? 
4 Yes. 


a And the same situstion with reg-rd to the use of lead? 
4 Yos. 


& AS in txhibit "263''s 


> 


Yes sir. 


Fe 


And then you have introduced intc the calcula tion a 
pehaetien for additional freight thet you have to pay on 
finished products‘ 
A That is right. 
aa That is to take them from Celgsry down into the Coutts 
area whereas before you had supplied that from Coutts 
at less freight cost‘ 
4 That is right. 
; @ f£ think thet explains itself. And it works out 1 barrel 
of 48 gravity Turner Valley crude at the vell of .92 
cents? 


A That is right. 


cp) 


For thet operation and at these number of barrels that 
would be used to supply what was formerly supplied from 
the Coutts refinery? 


A That is right. 
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Q Then the next step will bring the consolidation? 

A I have not got that consolidated statenent. 

- “hat is the next step then in your calculation? You 
have not stopped to take the avera.e betveen the normal 
Calsary and Coutts? 

4 No, but that avero:e is ;1.52, the average of those two. 

C That is just a simple calcula tion? 

4 Yes. 

C Then we can proceed to average - can you give us the 


humber of barrels’ involved in exhibit "263"? 

x) 834. I believe it’ is; and 3,466. 

q I am speaking of ixhibit "263", the normal Calgary, 
i 062-6 5,466 you sey? 


A Yes. 

And Coutts? 

A 534. 

Q 534 barrels? ‘hat is the next step in the osloula tion? 


4 Using these barrels and applying the prices here we arrive 
at a weighted averas> of {1.52 per barrel. 

Q ple52? Now using these berrels and these two prices, 
yle62 and .92 cents, the price before you. ledve Alberta 


you might say is what? 


A 31-52. That part, the Alberte part of the total average 
MPEGS WL wl soe. 
4 Then what is the next step? 
v) The next is legina. 
2 In othe: words, let us understand, if you had purely an 


Alberta operation, with no operation in Regina at all, 
and you were simply buying this number of barrels for 
your tvo plants, well for your one plant consolidated at 


Calgery, you could pay the producer at the well {1.527 


T-2 
1é ~7218- 


James McGrath. 


2 It depends on the price structure, providing the selling 


price structure of the products was on 1.52. 


0 WaS on »l.52? 
A Yes. 
0 That may open up a lot of discussion but I hope not. 


THS CHAIRMAN: “We hope there will be a 


lot of discussion that will make things clear to us. 


aD 


MR. FRAWLAY: What is wrong with my 
statement’ I think you will have to explain that a 
little more fully. what is wrong with my statement, 

if your operations were confined, speaking of this time 
now? 

4 Nos. 

C To the Province of Alberta alone? 


A Yes. 


a> 


You just had a refinery at Cal;ery and you were supplying 
the normal Calgary, which is ell of the Province except 
the Southern strip, and the Southern strip, namely the 
Coutts territory so-called, you could pay »l-52, I put 


at? to) you? You! could Afford’ to’ pay’ Gl.527 


AS 


a.) It depends on the selling price structure. If the selling 
price structure is based on an average of yl.d0 for 


erude you could not pay 31.52 for it, Mr. Frawley. 


YD 


THE CHAIRMAN: Then hov is the selling 
price structure fixed? 

4 Mr, Halverson will go into that. On this basis we could 
pay, if we just had tt operations in Alberta, we could 
pay »l.so2 for it. 

¢ Pe. oO FRALEY: Theat you mean is on the 5th 

of January, 1938, there was a certain price structure? 


4 Tmt is right. 
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Q That is a certain tank waggon in Calgary, for simplicity's 


sake? 
A Yes. 
C A certain tank waggon in Calgery under this 1.62, and 


assuming that tank woggon in Celgary..... well I wonder 
if it would help, we could deal with the tank waggon in 
the Calgary area...... 
Ae Ce a os I do not sec why you should 
waste all this time on that matter. The witness in his 
previous testimony made it abundantly clear that at no 
time does the selling price of these commodities affect 
the value of the crude. 

a This is what I meant, when the price was brought down to 
an average of ,1.¢0 there was a reduction in the selling 


price in Alberta. 


MR. FRAVLEY: The tank waggon was reduced. 
@ MR.PLOTKINS; You have been at considerable 

Pains and ell of your officers that have come here, and 

the British American officers, to tell us beyond any 

question of doubt that you disregarded all selling prices. 
A I have not made any statement about selling prices, Mr. 


Plotkins, no statement about it. Mr. Halverson will take 
eare of the: séliline prices. 

N Perhaps you did not underst:nd my question. In all the 
previous testimony, when the Chairman or the Board were 
trying to correlate the price of crude or the value of 
erude to a given selling price, you snd -1l the rest of | 
the witnesses said you did not know anything about selling 
price. It pees ain your province. 


A No, I did not sey -nything ~bout selling prices, 


£2 


And to vour knowledge in your calculstions you did not tuke 
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them into constderation? 


4 hat is right. 


ry 


True, and you did make the calculation? 


A Yes. 


BY 


So if you did not take them into consideration, cer- 

tainly no one else did? 

A No, that is absolutely right. 

Q Then why should Mr. Frawley now try to tie in the two 
and sonfuse the issue‘ 

A I do not see whye..e.. 

Q. I do not mean to impute he is deliberately trying to 

complicate it, but why spend a long time going into 

something that has no relation. 

THH GHA TRAN: Well we will think atout 


that during the noon hour. 


cal (At this stage the Hearing was adjourned until 2 P.M.) 
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Mr. MeGrath, will you go on now, leaving Exhibit "264", 
and tnat takes us to the Regina? 

Regina? 

Then this is it, is it, these copies? 

yes, 

MR. FRAWLEY: The next exhibit then is 
Turner Valley crude versus Cutbank crude at Regina to 


Supply normal territory, that is the normal Regina ter- 


PLSory? 
Yes. 
(DOCUMENT PRODUCED HERE 
MARKED AS EXHIBIT "265"), 
MR. FRAWLEY: Will you just go through this 


then, Mr. McGrath, it is the same, no, it is not either, 
it is quite different? 


Some parts or “Iti, 
You start with the same well price? 


Yes. 

Then you have a gathering price? 

Of 124 cents. 

That did not appear on Exhibit "2635" when you were taking 
it to Calgary? 

NO 

That is taking it through the pipeline? 

This is tank car. 

So you gather it, which gathering system de you use? 

That is in the Cutbank field, gathering it and loading it 


in the tank cars at the Cutbank station. 


Q @hecharge of 184 cents on Exhibit "263" of gathering was inn 


cluded in that? 
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That is the pipeline charge I presume to the Intemational 
Goundary. 


Including the gathering in the field? 


Yes. 


Now you say that the gathering is separately 124 cents and 


there again, Mr. McGrath, or perhaps Mr, Nolan, would be 


good enough to have some witness point to the tariff which 


at that time required the Payment of 124 cents for gather- 


ing in that field. 

Then excise tax of 3 cents, that is the same? 

Yes, 

And freight to Regina, do you know whether that is via 
Coutts? 


This is direct, this is from Cutbank station direct. 


Cutbank station to? 


To Regina. 


And it is an American haul to a point South of Regina and 
then North to Regina? 

Yes, 

There you would give us the reference, please, Mr. Nolan? 
MR, NOLAN; Well it seems to me, Mr. 
Chairman, if I am to do this and I suppose I am, the best 
thing to do would be to find the freight rate books and 
make an exocrpt from thom und bring that excerpt pack, 
As I understand it they are very bulky volumes which 
these railways issue in the matter of these freight rates 
and you may have them. 

MR. FRAWLEY: ; Yes, I probably have them, 
Mr, Bere would have that and all we want really is a 


direction for the record to the number of the tariff and 


the page. Mr. Huff would have that, 
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MR. NOLAN: | Well we will get it anyway 
and make it available so that you can check it to see 
whether this is the proper figure, 

Q MR. FRAWLEY: Yes, and you can put it on 
the record and then so far as I am concerned it is in 
evidence, 

MR. NOLAN: Yes, 

Q MR. FRAWLEY; Then that is the value at Re- 
gina of $1.86? 

A Yes, 


Q Now the further calculation, in relating this, just perhaps to 
expedite it, in relating this to what you have given, and gone 
over in Exhibit "263" and "264"? 

A There is the same allowance far the crude oil in the Cutbank 
field and there is the absorption gasoline moving to Regina 
and those are the only two items, 

Q Well it is a similar calculation to the one you explained in 
Some detail in explaining Exhibit "264"? 

A wnat is right. 


Q The saM™ kind of calculation exactly and the only reason the 


figures are different it is taking it te Regina instead of to 


Coutts? 
A Yes, and at the bottom there is a deduction there, 
Q Well now I want to call your attention to something here, Mr, 


McGrath, will you look at Exhibit "263", you ascertained 
there the value of .84 barrels, or .84 of a barrel? 

Yes, 

Of 48 Turner Valley gravity crude? 


Yes. 


2 te © > 


And in Exhibit "265" you have ascertained en .778 barrels ef 


the same kind of crude? 
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Yes. 

Why is that? 

.776 barrels of crude and .05 barrels of absorptien 
naphtha, 

And .057 of absserptio2n naphtha? 

Yes. 

ine tots) Tipo, why tsb .SO in one---- 

These refineries dn not operate identically, it dspends on the 
requirements from the refineries, these crudes are sun te 


balance a definite requirement. 
That is what I wanted on the record, it is because of the dif- 
ferent operation in Regina from Calgary? 
net. is ri eht |, 

A different refinery operation? 

Tet dis. bent, 


Different yields from the barrel of crude? 


res, that ash rights 


To meet the different kind of market? 

iat is right. 

Is there anything else that should be commented upon in 
Exhibit "265", that varies from the other Exhibits? 

Except at the bottom there is a deduction for freight from 
Calgary to Regina and the loading charge. 

Yes. Now going down to $1.88, that is the value of one bar- 
rel of Turner Valley 48 gravity Turner Valley crude at Re- 
gina after you have made an allowance for the taking down and 
tle absorption? 


toeG is right. 


And the difference in the operation at Regina as agaiast 


Calgary? 
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A That is right, 

Q Then from that you deduct 73 cents made up ef freight to Bees, 
gina ef 53.2, that is the pipeline is it not? 

A eneat te might. 

Q When I say pipoline---- 

A No, that is railway freight, 

Q It came about as a result af the pipeline competition, it is 
freight of eee 


Yes, 


04.2 cents 4a barrel? 


Yes, 


oS tS go" 


Loading at Calgary 5 cents and pipeage and gathering in Alberta 

Gr 1o) conus, 4 total of .7320 dollars? 

A That is right, that is the value of one barrel of 48 gravity 
Turner Valley crude in the field, 

Q Then that makes a resulting figure of $1.15 being the value 
in the field of one barrel of 48 gravity Turner Valley crude? 

A Yes, | 

That is for use at Regina? 


Yea. 


a eS 


Now the next step in arriving, now then this is Turner Valley 
crude versus Mid-continent crude to supply Manitoba territory, 


Wew that is, perhpas we had better mark it first. 


‘(STATEMENT PRODUCED HERE MARKED 
AS EXHIBIT "266"). 


Q Now then you have not done any averaging still, to get tue 
$1.30? 

A Not yet, 

Q And it is not wise or even possible or proper at the moment to 


do any averaging; we have to do the averaging after we are 


J McGrath eo 1) 
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6 
finished with the whole operation? 

A Yes, 

a) After we put it into the extended Regina territory? 

A Yes, 

Q So this is for the purpose ef bringing a barrel ef Turner 
Valley crude, of bringing the value of Mid-centinent crmida 
to a position where it compares side by side with a barrel 
of Turner Valley crude to servie that particular part of 
Canada, “estern Canada? 

A Yes. 


Q And we start with a well price of 36 gravity Midcontinent 
erude of $1,23, 1,2350 as a matter ef fact, and then yeu put 
a buying charge of 5 cents? 

A Poet 1S. Sight. 

Q That is paid there, is it? 

A YOS. 

2 And se far as this Mid-continent is concerned, that is some~ 


thing which if we had the posting ef that date we would find 


pested, we are now dealing with the postee price? 


A Yes, 

Q I mean the $1.230 is a posted price? 

A Yés, 

Q Then your company actually pays a buying charge ef 5 cents 
there? 

A Yes, 


Q Pay a gathering charge of 10 cents and they pay the pipeline 
Poroornia of 51 cents’ 

A Toa 

Q A fractien more, excise tax of 3 cents and a charge of receiv- 


ing, storing and handling of .0017 dollars? 
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Yes. 

Bo that liid-sontinent orude of 36 gravity, one Seren of 

it has a value at Sarnia of $1.94? 

Yes 

Then you have to take something away from that, 434 cents 
away from that, why? 

For the difference, to allow for the additional fuel oil pre- 
dused from the Mid-continent crude than from 48 gravity crude, 
Turner Valley. | 

Well anyway you then arrive at a figure of $1.50 and then you 
take away the freigt t saving in supplying Manitoba territory 
from Sarnia, than if you supplied it from Regina, and that is 
the small part of a cent, .0194 dollars, and that gives yeu a 
value of .678 barvels of Turner Valley crude and .058 barrels 
of absorption naphtha, a value for those two products of $1.48? 
Yepe 

It can be said that .678 barrels of Ttmner Valley crude and 
-058 barrels of absorption naphtha do the same thing for you 
as onc barrel pEMidavontinent crude in supplying the Manitoba 
market? 

That is right. 

And then you take away the .058 barrels of absorption 

naphtha to arrive at the value of the crude oil alone, which 
then becomes $1.21? 

Yes. 

No, that is the value of the part of a barrel? 

That is it. 

The valuc of the part of the barrel, 0.678 is $1.21, the 
value of the whole barrel is 91-79? 


That is right. 
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And then you take away you heave an extra expense there vee 
cause you have to use more Lead in the Turner Valley crude? 
¥os. | 

Four cehts more, which gives you then a price of g1.75 at 
Regina of the value of Turner Vallue crude, te bring it te 
the field you have to take off 73 cents, which gives you the 
value of a barrel of Turner Valley crude in the field of 
$1.02 that is to say for this number of barrels which you 
want to supply the Manitoba territory, and hew many barrels 
are those? 

1770 barrels daily. 

Naw have you now arrived at the place where you cae average 
them to get the price which you posted? 

Well we averaged this morning $1.52 at Calgary. 

$1.52 at Calgary, that is right? 

2500 barrels for the Regina normal territory at $1.15; 177Q 
barrels for the Manitoba area at $1.02, will average for 
8,270 barrels %1.30. 

This which you are now giving us is simply an arithmetical 
problem? 

Yes. 

You know you are paying these various amounts for tlese dif 
ferent territories but I suppose because you only want to 
post one price, is thet why? 

Yes. 

It would be, yes, it would not a practical thing to do anything 
but post one Peon. 

I don't think so. | 

dnd why do you have to know the number of barrels? 


50 as to get the weighted averages 
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Q And therefore your weighted average comes out at $1.30 for 
the 48 gravity crude? 

A Thet is right. 

Q Now that really completes, . subject to what, such queries 
as we may want to interject, all that you want ts say about 
how you arrive at the $1.30? 

A Yes. 

Q Now I think before we quostion that any further we had better 

go Cn and explain aad have you say anything you do want to 

Bay with respect to this posted price as against, by way of 

justifying today's postea price as against the prise, the 

posted price on the Sth of January, 1938, which you have just 

Gompleted justfying? 

We2.1 today's posted price is still at $1.30 per barrel, 

Today's posted prise is still that? 

Yes, for 48 gravity. 

And what have you to say about that? 


Well I have not anything te say about it, Mr. Frawley. 


Oe Se ee 


I thought we were going to have somebody or hear something 

about that? 

A No, I do not intend to say anything about that. 

Q That is what my friend said this morning and which uninten-= 
tionally on his part, perhaps put me off. we have not ad- 
vanced at all. You have now explained thé posted. ficld prise of 
danuary Sth, 1938? 

Thet is right. 


In the light of the conditions which existed on that date? 


That is right. 


Oo &-& ff Pb 


And what you are saying then is that you know of no changod 
conditions and I will purposely exclude the report of the 


Commission with respect to pipelines because that has not 
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changed anything actually for you I suppose, I mean that is 
80, doubtless, so that you say you know of no changed con- 
ditions since the 5th of January, 1938? 

Well except this that Illinois crude has replaced Turner 
Valley in the Manitoba area, that is the differcnne. 

That is the change? 

Yes. 

Then to what extent will that alter any of these calculations? 
We hava made no calculations of that, hire Frawley, We are 
Btill paying g1-.20 a barrel for the crude. 

Without makihg any calculation, can you tell me whether that 
is too much or too little, the $1.30? 

Well I suppose I could, well I don't know, {1.60 seems to be a 
fair price. 

You certainly, supposing we just, well let us just do this, 
would you mind giving me those last figures which you gave me, 
how many barrels at 41.52? 

4,000. 

534 and 4366? 

That is 4,000 at $1.52. 

4,000 at G1.52 and 1770, ia that right? 

Yese 

At $1.02? 

Yese 

That is right? 

Yese 

And is that all you need? 

That is the tianitoba. 

and 2500, wait now, I have not got that figure? 

AGihl.15 

But I am afraid I did not get the number of barrels, that 

is Bxhibit "265", that figure of ¢1.15, how many barrels 
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went there? 
2500 barrels. 

Q 2500 birrels at $1.15, so that here are the figures which 
enter into your weighted average, 4,000 barrels at $1.52, 
1770 barrels at %1.15, let us go the other way, please, 
2500 at 41.15, that is the Regina and then finally 1770 


at $1.02? 

A Yea. 

Q So that is all you need for your weighted average? 

4 The 1770. 

Q 1770 barrels? 

A Has been taken off, Mr. Frawley, that is the Manitoba area. 

Q Yes, I know? 

A You are trying to arrive--- 

Q Just go back to how you get the 91.30? 

A Yes, I see» 

Q 4000 at $1.52? 

A That is right. 

Q 2500 at@lslSvand 1770.at o2.02, that is the $1.30? 

A Yese 

Q Now when we are talking about today, what you can afford to 
pay today, can you still, is the figure of 4000 at $1.52 st ibl 
fair, the Calgary figure? 

A I presume B80. 

Q There i8 no change in that that you know of’ 

A No. 

Q I am leaving purposely outside any difference in the t ran- 
sportation rate for Alberta? 

A Yes 


Q 2500 for Kegina at 41.15, is that still the correct figure 
for those barrels? 


A Ye@S8e 
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Then it is the next one, £500 at $1.15 is still all right? 
Yes. 

And 1770 at y1.02, now is that where there is some change? 
Yes, that is the change. 

What has that become? 

That is out of the picture entirely? 

That is out of the picture entirely? 

Yes. 

Then we just strike out 1770 at ¢1.08? 


Yese 


Cle £ fp eS & Se 2 


Then if everything else is the same, don't we simply find 
the weighted average of 4000 barrels at (£1.52 and 2500 bar- . 
rels at $1.15? 

A Based on these volumes, yes, that would be proper. 
Are those volumes correct? 

No, they have changed, 

They have changed? 


Yes, the volumes have changed. 


oO > © & © 


Them don’t you think it is almost imperative, there is then 

a definite change? 

A Yes. 

Q You cannot see anything to the contrary, we have it in 
evidence here, your company is not putting gasoline nade 
from Turner Valley crude into the Manitoba market this 
year? 

A No. 

Q Should we not accept that situation then and make the cal- 


Gulation based on that fact, or is there anything wrong in 


that suggestion? 
A No, not at all. 


- we yt iF 4 = . 
i od , ; 
pet 3 it Nv 
. Li 
i b ; 
¥ 4 : ° 
= ‘ 
fot: ie 
a .% bs 


ago 


c ' . | : P i ; - <0 ee 4 
soci ise heb at aad bMNGS Mo EROS act at 4 8s 


‘ 
i 2 Te Va n , rir eye 2. 
a 5 7 i > J vy 
nr 4 i] 5 . as Z 
i + , : , 


tadid ess 4: pede TT ont uk 
equate adder ted RS oe 
--Senaped set? beast i 


2 


taunnid Smee 2 egeds’ Bsa 


Ae tc ge } ean 
bs : o 


a BUOEEN ‘aie Te: tye ars 


yaks Wee 19V@ - A 


he | ys Se bar a 1a at <4 
VA ob ij whe * 
; * 
; 4 + te 
Rare He 
Pees ire P ay : 
sey Cte S ARS 0 Set -+ 9 
prt = 
fn 


sneered et Bilwo 


. Dposatiee oP ead ay 
“hago 6 "ome | 
ba 
ae hme sins aia: cation ‘oe 


afd ci eveds ,evitgieqia fe GC e: Big OES ad Woy rh ‘aod 5 


eo ih aren NS cine 
f 4 


Pee a, ae ve Ae iaiietg sant 
¢ J . ~ e ie “ - 7 ~_, 3 
Wa . . ea - : r 4 + 
ey OF pe inked Oe A 4 ; i ‘ , : i w)e: 

a ( 


7 j 7 : F P a PR eee a ue = oom Wh . 

Rees PIR. OF: Bacal EP OR? SA ae Founan:. 
| ' i ee, of. ah & 

rs. eee) 


sper? . Ce We ese 
‘on Eton, seteton. ron at Pawuage xiviioy: {he aad: oo el 
a ; mate Gus ¥ 

ay Satie mantra gibt 94D3. abs! pico ttatcieut B 
4a ‘rant gt ao F 


J -MeGrath 


C3 
13 


Q 
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OH & OO & 


Z means 

It just depends what you are going to base the price of erude 
One We did it on the basis of the average of three fields, 
New one of those fields has been taken out. 

Yes? 

Now are we going to base it on the Regina as being the key 
point for basing the price of orude or Srce we going to base 
it on Calgary and attempt to move that against Regina, I do 
not know. I am looking for advice before I make such a 
calculation. 


Mr. MicGrath, I certainly can look to you becau8e in September 


1937 before you pushed far into the Manitoba market, when you 
were really satisfying normal Regina or a little bit better 
perhaps? 

Yes. 

You posted a price? 

Yes. 

Now you Seem to have reverted to the position as of September 
1937 largely? 

Yese 

Thon you posted a price, I am just putting it to you, you 
posted a price, and you should not ask me anything in the 
world, what are the factors which you should take into ace 
count today, I do not quite appreciate why you ask mo what 
are you going to tase it on? 

I would say that Regina is probably the key point Bo far as 
Our operations are concerned. 

You are still posting the price? 


Yes. 


Now ubing such factors and such basic data as you think you 
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Bhould what should be done, if anything, with the posted 
price arising only out of that first item alone, el+ 


iminati ng the other thing, but arising out of the fact 


that you are not now serving iianitoba, what differencs 


would that make in the posted price? 
May I ask you first some advice on this, are we going to 
start with dollar crude or %1.10 crude, or what is the 


basis, in Cutbank. 
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Q 


Q. 


MR. FRA‘VIBY: All right. Now, I think 

it is useful, perhaps, to heave these exchanges, but 

I simply leave it to you again. I say you are 
posting the price, and, not using the word offensively, 
I say “Justify the price." Take your ne enod and 

you justify what you have done? 

We have given the evidence showing how we built up 
the $1.30 and the #1.30 still remains. There has not 
been any change in the price of crude oil since that 
time. 

But it topne out that the fundamental figure used in 
the build-up of your $1.30 is just slashed right out? 


Yes. 


_And how can you possibly say it is just as correct as 


it was “before you eliminated the 1770 barrels at $1.02. 
That is just a.simple-arithmetical.sum. It just 

goes out. 

THE GHATRMAN: I am just sitting here 
wondering. Mr. McGrath seems to be willing to make 
any calculations that you want him to make, if he is 
elear on the premises, and he has got from you exactly 
what result you are seeking. That is what information 
you are seeking. I am just wondering, sinee ultimately 
I ean see you want to get down to what is the situation ° 
to-day, if it would not in the end save time to let 

you and Mr. Nolan and Mr. Plotkins and Mr. MeGrath get 
together and get perfectly clear on what is wanted 

on the one hand and what can be given on the other. 

MR. FRAWLEY: I think a few questions 


will, perhaps, clear up your lordship's mind about that. 
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Q 


The fundamental basis of the calculation still remains 
the price which you would have to pay or that you 
Should pay, the fair price you should pay in the Cutbank 
field. That still remains the fundamental fact? 
Tha tgeLs*rrvent. 

You are aware, I presume, that I sugzesteé to your 
gompany, after Mr. Cottle had been to Montana, that the 
effective price to-day in Montana was $1.10? 

Yes. 

And I asked you would you be in agreement with us in 
using the $1.10 to eliminate the necessity of bringing 
witnesses here, and the expense involved in that, 

of putting that fact to the Commis:ion. You know that. 
is why I put the question to you? 

Yes. 

Perhips, you can tell me now, so we will have it on 
the record, what is your position with regard to my 
suggestion, that you agree with us for the purpose of 
submission to the Commission? 

Mr. Frawley, we will give you figures based on whatever 
you choose, in Cutbank. ‘hatever price you suggest in 
Cutbank. Ye will leave it to the Commission whether 

itv is fatr or note 

At the moment you will simply take it hypothetically. 
If I put it to you, if the price were $1.10 how does 

it work out, you will work it out? 

Yes. | 

But you are not coing te agree. You are not going to 
join in me with submitting, without the necessity of 


calling evidence, of submitting to the Commission that 
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LO 


the effective price to-day in Cutbank is $1.10? 

Werr, “ido not know. 

MR. NOLAN: Mr. MeGrath may not know 
about it. My instructions were, Mr. Chairman, not 

to agree to a price of $1.10, and I conveyed that te 
Mr. Frawley. 

MR. FRAVTEY: You are not in a position 
then to offer anything positively and substantively 

to the Comission as to what now, within the knowledge 
of your company, is the effective price in Cutbank 

as of to-day? 

MR. NOLAN: No, because we think there 
is not any. 

MR. FRAWLEY: So we just take somebody's 
guess. “ell, I will have to assume the burden of the 
expense of bringing somebody up from Montana. That 
Weil heave to be done, fT am afraid, because the end all 
ani be all is the well price in Montana and we have 
arrived at exactly nowhere as to that, as I see it. 

So no conference would help, Mr. Chairman. 

THE CHATRMAN: Probably I am quite wrong, 


but I do not gee why the Montana price is the end all 


and be all. You have the price in Turner Valley to-day? 


MR. FRALEY: Yes. 

TH: CH~ATRMAN: Posted by the Imperial Oil 
Company. Now, what I do not understand, Mr. Nolan, is 
why the Imperial “il Company cannot tell us why they 
post that particular price. ‘Je have no idle curiosity 
about it. It is our duty to find out. They post it. 


They must have reasons for posting it. “hy should not 
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they tell us what those reasons are instead of 
starting off somewhere else and Saying "Here is our 
starting point.” We do not know where it is. You 

may have had other considerations in mind entirely 

in posting that price. You had good reasons for 
posting it when you posted it, presumably. Now, what 
are they? That is the way, it would seem to me, one 
might successfully approach the problem. My lack of 
knowledge may be leading me into error about ewan 
MR. NOLAN: | Mr. Chairman, what this 
witness is endeavouring to point out is what was the 
posted field price in January, 1938, $1.30, being the 
price that could be paid at Turner Vallcy based upon 
the value assumed of Montana crude. He has gone to 
Some pains to show how this $1.30 was arrived at ana 

it remains the same to-day. That is the posted field 
price. What Mr, Frawley says is----- 

THE CHAIRMAN: But there is a further step. 
That price remains the same? 

MR. NOLAN: Yes. . 
THE CHAIRMAN: He has shown, we will assume, 
why, properly why he posted it in peptember, 1937. 

But he adds, conditions have changed since then and 
80, Since we are not in 1937, we would like to know why 
that price obtains to-day under the cnanged conditions. 
MR. NOLAN: : in other. words) -s--4 

THE CHAIRMAN: it might be out of the goodness 
of your heart you are leaving it there. I do not know. 
I want to deal with it as to-day. not as September, 1937, 
Mr. Nolan. 
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MR. NOLAN: Well, Mr. MoGrath, you 
follow what the Chairman says to me? 
Yes. 
There was a posted field price of $1.30 on January 
5th, 1938? 
Het +s rig,” Slr, 
It remains the same to-day as it was then? 
Yes. 
You have tried to establish to the satisfaction of 
the Commission how that $1.30 was arrived at? 
TROT eI Ser Pen Ueto. i. 
There has been a change of circumstances since January, 
1938. For example, the Manitoba market is not what it 
Wes sO Ver -ocrlurner, Valley crude is concerned?’ 
Right. 
The price remains the same, at $1.30? 
Yes. 
Why has not the Imperial Oil Company changed that price 
in view of the changed conditions. Tat VS) tye ee 
THE CHAIRMAN : Yes, exactly. 
I cannot answer that. 


MR. FRAWLEY: Supposing there was no posted 
price there to-day at all, and you were going for the 
first time to-day to post a price. And we have the 
changed conditions, or we have a condition. That is, 
we have given up the Manitoba market, or for the 
purposes of my question, say we never had it. We just 
have such conditions, the crude goes to Regina and 
thence it goes so far. On all of the present facts, 


how would you proceed to post a price? 
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A Well, I would post it, figure the value at Regina 
and use that value for that whole territory ineluding 
Regina and Calgary. | 

How would you start? 

Starting with Montana crude. 

Exactly, and starting at what price? 


Well, that is a question. 


OF Oe 


Well, but you have a certain view about it, I understand. 

If you were doing it yourself? 

A I would base it on $1.00. 

Q Is that the answer then to my question that if you 
were doing it fresh to-day that is what you would do. 
You would start with a well price of $1.00 and go 
down the line and stop short of these barrels which 
serve the Manitoba market and base the price accordingly? 

A Yes. 
MR. NOLAN: This has been suggested to me - 
perhaps, you wuld not mind if I interrupt - that on 
this 5th day of January, 1938, I understand that the 
price of Montana crude had something to do with the 
price of Turner Valley crude? 

A That! is’ raghnt. 
But I also understand that by reason of the production 
in Turner Valley Montana crude is kept out of this 
Provinee and out of Saskatchewan? 

A Yes. 
Therefore, I understand that Turner Valley, instead of 
being controlled by Montana, is controlling Montana, 
is that rischt? 

A Well, I would not want to say. 


Q «and that the orice up here has become stabilized and 
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there is no. need to Ghenge it beceuse Turner Velley 

an successfully keep out the montene erude. 
like FRAWLEY: . Out or J lberta? 
WR» NOLLN: To the extent that (1.20 will 
carry this Turner Valley crude. 

Q Mike COMMISSLOWER LIPSLTL: Mire weGreth, as I understand 
it, if Calgary and Coutts only were involved, you could 
pay &1.52 for thet Turner Velley eorude? 

i ft thet tine, yesu Birs 

Q If Gulgary, including the Coutts area and hegina Grea 


involved, you did thet on the weighted price of 91.52 
and $1.15? 

A @1.62, $1.15 and 41.08. 

Q fil right now, but thet was only when you went to the 
luanitoba market, that was the .1.02? 


J Yes, that was part of the 41.40. 
Q Now, you are eliminating, as I understand, for reasons 


that seen good to you, you are elininating 1770 barrels, 
for which you only allowed .1.02? 

A That is right. 

Q If that is elininated, is not your weighted average 
substantially more than 41.30? 

A SAD not know, sir. I presume it is. 
Re NOLAN: We will work it out. Excuse 
me, a gonent, will you please? I am wondering whether 
the Chairian's suggestion is not one which we should 
adopt, that is, to do our calculations privately and 
come back ren Sokeeeins a little more useful. 
THE CHATRiuAN: Yes. Be clear of what you 


each have in mind. 
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MR. NOLAN: Mr. Frawley said he was 
Sure he could clear the minds of the Commission 

by asking one or two questions. You remember, you 
said that. 

THE CHATRMAN: Dvthink “you "Dut 1%) to the 
witness quite tritely what I at least wanted to know. 
He says he cannot answer. Can you tell me who, Mr. 
MeCrath, in your organization, can? 

A Jus t what was that question again, Mr. Frawley? 

Q MR. FRAYLEY : Why the price has not changed. 
Conditions have changed? 

A Well, here is one things: Here would be the result of a 
change, if it was changed upwards, that would mean 
Tlilinois crude would ereep further into the picture. 
That iscone thing. I think our company has been 
reluctant to make any change until the Commission has 
reviewed all this data and satisfied themselves on it. 
IT think that is’al] there is tobe said, as far as iI 
know. 

Q THE CHAIRMAN: Well, you see, Mr. McGrath, 
for example, as I understood you, as the oil goes 
further east you, of necessity, pay a lower price in 
the Valley? 

ae That is right. 

® You. just told us that the oil is mt going so far east, 
and theoretically, at least, one would suppose you 
could pay a higher price in the Valley, but yet you 
are not. All this is, perhaps, quite explainable and 
understandable. But you do not seem to be, it is not 
your proper sphere to deal with it, as I understand. 


Who would be able to tell us all about that? In your 
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organization somebody certainly must know how the 
posted price is made up? 
A It would be the policy of the company. It would 
have to be defined in dealing with this why they 
have no t changed the $1.30 price and the suggestion 
i have ofiered is that first of afl it would meen that 


by raising the price more illinois crude would come in. 


Q MR. FRAWIEY: If you put the $1.30 up to 
$1.40? 
A Yes. 


You could not push it so far. You could not push it 
as far as you are pushing it now? 
NOs 


Phat LS true. 


£0 


THE CHAIRMAN: It is $1.30 and it is so far. 
Moen you cease to go so far..dhy is It not more? 
There may be good reasons for th-t but we are not told. 
ma) MR. FRAWLEY: If I may say so, Mr. McGrath, 
you suggested that you would wait until this Gommission 
had come to its conclusion. How in the world can the 
Commission come to any conclusion about the price of 
crude until we know all about it and have exhausted 
the whole question and analyzed it thoroughly? You 
cannot wait for the Commission. The Commission must 
wait for you. 

A As I sav, I have given you the basis of the $1.30 price 
posted on January 5th, 1938. I am willing to make any 
Gcalecultations' tor your guidance----- 

Q You cannot justify the continuance of it really, can 
you. Tobe Irank about it. That is,’ not scientifically, 


not in the way you could have justified it before you 
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made the decision about the Manitoba market? 
It all goes back, if you want me to take $1.00 crude 
we can tell you what the price should be at Regina 
of G1.00 crude, bat is at Cutbank. 
Before Illinois crude started to come into Western 
Canada - has it started to come in yet? 
Yes. 
It is there now? 
Yes. 
That only makes it go much worse. | But before any 
erude came in and the Turner Valley Rene went that 
whole distance then you justify right down to a decimal 
point the $1.30? 
Yes. 
Scientifically? 
Yes. 
There is some question about the $1.00, the price 
at the well in Montana, but you justify the $1.30? 
Yes. 
You take out of thet one-third of your calculations,’ 
and stily you cannot justify it, can you, after you 
have done that? 
No, Mr. Frawley, when you post an average price of 
$1.30, certain adjustments are made. That is certain 
conditions result from it. 
Yes’ | 
You cannot change these conditions. For instance, if 


the price of crude is raisod, the selling price goes 
up, and you consider a long time before you make any 


changes without waiting to see what develops. For 
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instance, the excise tax has been removed on crude 

oil being brought into the country. That might have 

an effect, but I do not know what the company will do. 
“TEE GHAIRMAN: Mr. Hotans you understand 
what we are after? 

MR. NOLAN: I am wondering whether the 
witness understands it. 

THY CHAIRMAN: I am wondering this now. 

From the standpoint of your client you understand what 
we are. after, Mr. Frawley does quite well, from the 
standpoint of the Commission. Now, I am just wondering 
if you tWo, with your accountants and experts, should 
not sit down and see whether or not you cannot tell us 
if the price now posted in Turner Valley be the wrong 
one or the right price or what it should be. What 
should be the position as of to-day? Or just say to 
usivyou won't tell us. If you can I. am sure you will. 
MR. FRAWLEY: And what you can afford to pay, 
that is something that has not yet been suggested. 

Q@ MR. NOLAN: Is not $1.30 a fair price 
for Turner Valley crude in the market which it enjoys 
to-day? 

A Yes. 

At this moment? 

A I would say it is, yes. 

Q Because it has been crowded back to that point by that 
lliiviohs inewrsion of oil? 

x Wess 
and it is a fair »vrice for the area it now serves, 
which excludes Manitoba? 


A Mat is right. 


J. MeGrath. -7246- 


Q 


Is there any need to cnange the average price of 
Turner Valley crude. Has it not become stabilized, 

Or am le Whole. 

MR. FRALEY: You say to-day's price is 
Per’? 

In the area it now serves. 

It does not serve Manitoba now? 

No. 

But according to your figures with 4,000 at $1.52, 
2500 at $1.15 and 1770 barrels at $1.02 - maybe I am 
reducing this to too simple terms,but treating it as a 
problem in arithmetic, that worked out to $1.30, did 
it not? 

¥es. \ 
Now, you eliminate 1770 barrels at $1.02 and it would 


certainly change the $1.30? 


Yes. 

MR. NOLAN: How do you know? 

IR. FRAWLEY: Arithmetically. 

MR. NOLAN: The number of barrels at 


$1.52 and the number of barrles at $1.15 are not 
necessarily 4,000 and 2500? 

Not now. 

MR. FRAWLEY: Yell, we know what the barrels 
are, exactly. 

THE CHATRMAN : I think all this calculating 
should be done and could be more readily done elsewhere. 
MR. COMMISSIONER LIFSETT: I would like to put this thought 
to you, Mr. Nolan. 


MR. NOLAN: fo me? 
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MR. COMMISSIONER LIPSETT: No, to everybody. The 
tables that have been put in before us, these three 
tables, they are all based, as I understand it, on 
the assumption that 1770 barrels,for which $1.02 
were allowed, are included in the calculations? 

A LGB oat. 

Q Is that figure is taken out obviously the results must 
be different? 

& Mathematically, the results are different. 
That is . what I would like to see worked out also. 

Q MR. FRAWIEFY: If you got the same number 
of barrels, Mr. McGrath, or changed the barrels. 
It is @ feirly simple thing to change the barrels? 

A For just a surely mathematical calculation to change 
the number of barrels, yes. 
THE CHAIRMAN: Change everything there 
Should ve changed. There will come a moment when we 
should have before us,according to the viewpoint of 
Mr. Nolan's client, what is the correct posted field 
price to-day, and the reasons why it is correct. 
ULtimately, we would like that. If there is anybody 
else has anything to say about that we are ready to 
hear them. \e want some starting point for that, 
no matter who has it. We may be wrong, but we will 
take the responsibility anyway of adjourning now 
and seeing if, perhaps, you cannot get together am 
work out something among yourselves. Mr. McGrath 
is willing to get any figures he can. If he cannot 
he should be able to tell us who in his organization 


can. 
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MR. PRAWDEY: Mr. MeGrath answered a 
question in the affirmative of Mr. Nolan's a moment 
ago anc 1 wonder if I could not follow that up. You 
told Mr. Nolan $1.30 was a fair price right now with 
the alimination of the Manitobe market. You said it 
Wasa Pai? opr Gel 

VOU Mean Mo was(ratr in this)way. (The field has 
a@éveloped under the o 30 ae and that is what I 
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‘ or 


Te al not something you can le ee. in n the way you 
Wastified ‘the oh 30° by “krithmetical calculations? 


FRLCTOPS” Mesure Oy OG bLice sid free TR Mas 


Vi evo os LONER ep Ons Mr. frewley, if these, four 
Exhibits were correct as of the previous tine when 

the 1770 barrels estimated at $1.02 were included, 
obviously they would be different when that figure is 
eliminated ag at the present time? 

MR. FRAWLEY: That is true. 

MR. COMMISSIONER IPSETT: There may be another 
difference, having regard to the difference in volume? 
Yes, that is right. 

MR. COMMISSICNER © LIPSETT: I would think Mr. MeGrath 
might readily nut to us his version of these four 
Exhibits as of the present Gay and it would clarify 
the whole thing? 

I would be giad to do that, 

MR. FRAWLEY: You did not bring that? 

I think we could get enongh figures together for that. 
THE CHATRMAN: IT think, wPiehtly er wrongly, 
we will adjourn +ti11 10:80 to-morrow morning. 

(At this stage the Hearing was adjourned until 10:30 A. M. 


19th May. 1939.) 
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WITNESSi0; 
James McGrath, examination continued .....e 7249. 
peg a Cli WORMS In RS 
"267"— Statement produced by the witness James 
McGra th showing the basis of Turner Vallsy 
naphtha field prices with reasons for the 
drops in these prices from August 23rd, 
1925, to May @lst, 1934. 7263. 
"268"— Statement produced by the witness James 
McGrath, showing the value of Turner 
Valley erude vs. CGutbank crude to supply 
Regina refinery, basis Cutbank crude 91.00. 7283, 
"269"- Statement produced by the witness James 


McGrath, showing the value of Turner 
Valley crude vs. Cutbank crude, to supply 
Regina refinery, basis Gutbank crude wl.10. 7292. 
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10:30 a. m. Session. 


19th May, 1939. 


(EXAMINATION OF JaMES McGRATH CONTINUD BY MR. FRAVIEY:) 
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THE CHAIRMAN: If you find it more convenient 
you might sit down in giving your evidence, Mr. McGrath. 
“TITNESS : Thank “you; 

MR. FRAY UBY: Mr. MeGrath, when we adjourned 
last night, you will recall we were troubled about 

whether or not the admittedly changed conditions since 

the price was last posted on 5th January, 1938, were 

or should be reflected in to-day's prices, which happen 
G6O'bde the same as'of the 5th of Januzry, 1938, 
notwithstanding those admitted changes. 

TH CHAIRMAN: To-day's prices? 

MRI FRAYVORY: To-day's posted field prices, 
and you thought it might be oe euch submit a calecula- 
tion, which, as I understood, would show the justification 
or otherwise for to-day’s vosted field prices? 

Yes. 

Have you done that, Mr. McGrath? 

Yes. But I would like, before submitting these statements, 
Mr. Frawley, with the Chairman's permission, to review 
the situation. It seemed to me yesterday there was 
rather a lot of misunderstanding, poss.bly through me 
not making myself clear, and I would just like to review 
the situation, if you will bear with me for a moment. 
THE CHAIRMAN: Please do. 

Well, we will go back to the situation before Turner 
Valley; the points I have covered before Calgary entered 
the picture, to go back to tre situetion before there 


was Turner Valley crude, we were operating a refinery at 
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Coutts, at Calgary, and at Regina, and we were supplying 
the Manitoba area from Sarnia; when Turner Valley crude 
came into the »victure we replaced the erudes in those 
territories with Turner Valley crude and that spread 
Turner Valley crude into the area that had formerly 
been supplied by Mid-Continent cruds, into the Winnipeg 
area. Now, the basis of those vrices was Calgary 
based on Cutbank crude at $1.00 per barrel, giving crude, 
48 crude, $1.52, at Calgary; Regina based on Cutbank 
crude at $1.00 a barrel, gave for Regina $1.15, and 
Mid-Continent crude based on $1.94 laid down at Sarnia, 
gave a value for Turner Valley crude in the Manitoba 
area, for the Manitoba area, of $1.02 per barrel; 

now, those gave an average, a weighted average of $1.30 
per barrel. )Now,, in weighing that price---- 

THE CHAIRMAN: Yould you mind, so there will 
he no misunderstanding, telling us what you mean by 
"weighted average"? 

Applying the volumes to the various prices and determin- 
ing the average weighted on the volume, the average 
prices weighted on the volume. 

fT am sorry to interrupt you? 

Yes, in strictly business economics the value of the 
crude would be determined on the value for the furthest 
point, or,namely, Manitoba, which would be $1.02 per 
barrel, and that would be the basis of the price for 

all territories, $1.02 per barrel, at the well; 

however, the company did not feel that such a drastic 


reduction should be made, as it would probably hinder the 


development of the field, and they struck upon the average, 
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sound or otherwise, they struck upon that averuge price 
and that was the determination. Now, about that $1.30 
price, the field apparently has developed undér that 
price, so it must have been fair from that point of view; 
on the other hand, there hve been importations of products 
from Montana, so we have the two factors in there, on 
the one side it is a benefit and on the other side it 
is not 4 benefit. However, it did this, the price was 
sufficiently low enough to stop or discontinue at least 
importations of Cutbank crude, and that was one of our 
policics at that time, to use Turner Valley crude 
exclusively and to stop the importation of Montana, which 
we did. Now, following that Illinois crude came into 
the picture and I meMtioned when I was here before that 
at Sarnia we were running ebout 3,000 barrels a day, 
now we are running about 14,000 barrels a day, of 
Illinois crude, and On account of its proximity to 
Sarnia it replaces Mid-Continent crude for that refinery 
and it also had the effect of replacing the products 
from Turner Valley crude which were going into the 
Manitoba area. At the present time the territory between 
Regina refinery and Sarnia refinery in the Manitoba area 
is being divided on the basis of Illinois crude, the 
cost of Iliinois crude laid down at Sarnia, and the 
$1.30 price for Turner Valley crude in the field, the 
average price; in other words, it is not determined 
on the $1.15 price for Regina, it is determined on the 
$1.30. That $1.30 is the average for both refineries, 
that is the cost of crude at both refineries. 

Q MR. FRAWLEY: Which two, Calgary and Regina? 


A Calgary and Regina. Now, Mr. Lipsett raised a question 
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yestemlay by dropping the Manitobe area, mathematioally 
it would inerease the crude used at Koegina and Calgary, 
that is so mathematically. 

Q MAJOR LIPSET?: The price, you mean? 

A The price, I am sorry, but if the price was increased 
this would have the effect Illinois crude would encroach 
more into the Regina territory. It would probably 
encourage more importations from Montana. It would 
also mean probably,an increase in the selling price of 
products, in Illinois crude encroaching into the “egina 
area and also the probability of imports from Montana 
would necessarily back up Turner Valley crude and 
there would be less used than at the present time. 

Now, getting back to the $1.00 
price, I would like to touch on that for the moment. 
As I said yesterday, at the time, that is the dollar 
price for Gutbank crude, I said yesterday, at the time 
that this uverage was struck only the dollar Cutbank 
was the factor, crude was being sold as low as 75 cents, 
the crude in Gutbank was being sold at 75 cents because | 
there were two fields instead of one field for this area, 
by Turner Valley coming into tons ie ture and taking 
over the Canadian market, it caused a surplus in 
Montana and naturally the prices fell there very low, 
and from the experience of our peonle, - we have been 
in the business a long time, it was felt that 1.00 
per barrel was a fair orice, and I think if all the 
faetors are weighed, even to-day, you will find that 
we were not very far out on starting at $1.00 per barrel, 
because at the present time 1 understand that in Montana, - 


it is true there is crude being sold at $1.10 per barrel 
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but some is being sold as low as 80 cents, 90 cents, 

so I feel that we should not be criticized at starting, 
assuming $1.00 a barrél, because I think it ale proven 
cut and I say it is based on experience, I am ‘ust a 
young man myself but we have a lot of older heads in our 
company and they heve had a lot of experienee; now, 
there is another factor that has entered into the problem 
Sinse Illinois took over Turner Valley, that is, there 
has been a reduction in the excise tax, which is 3 cents 
a barrel on $1.00 crude, between 3 and 4 cents a barrel, 
and it has also affected the gasoline, that is gasoline 
&8 imported from the States will come in less the 
excise, so at the present time we are fuced with that 
new situation, due to excise, ‘what it will amount to 

I do not know, we will have to await results. However, 
in the meantime we have prepared some charts. Oh, 

just before I cover those charts, f would like to say 
this, that, as I mentioned before, that the basis of 
$1.32, that is for averaging these fields, was not 

as sound, it did its job, it encouraged the production 
of crude and it helped develop things, I think it did 

a great deal, but from a sound business practice it 

was not right, and I feel that the price of crude— 
should be determined on the furthest supply point, 

the furthest refining point; for instance, in this 

case I think Regina, so far as Our compeny is concerned, 
Regina would be the place to establish a price and 


use that price at Calgary, the same orice, the same 


‘ : H } ; A 4 py : ’ We ; of 
PE k AY Ge tere ORS REO ts eee ro ey at i 
ee OF bess OF 8s vot ae sail 
ys 


pi eshte. or Ses balftce. se toa. nna 


Roworw eri! im Bes 


A hig cm 


a baad F 


oie ig ay 


Sitiey ets ethos’ LOody. Roode 


Se Keak ts . % ra 
~ a 
Z ao é r a 
f' , FO ‘eres Senxm 
j 
/ 
/ : { eee 
' Say weak 
Beles: ge ode) Peele 
+ ; ‘ 
* k 4 a inn 
yee . Cy = ‘ 
a ae inv 4 eed, Prt. a 
Stra: & 2h. int ah 
Ties ‘ eel it oe fee AS ? oy 
=F Pe aes as 
ha aR ES Fy # Rete iS Ae 5. 


si pian ey 


. 


- 
¥ 
aX 
_ 
oe 
; 
=. 
> 
re 
oe 
tps 
4 
u 
et 
We 
wig 
5 
Seg 
é 
> 
¢ 
3 
o PPR 
47-.* 
5. 
ae 
ahs 
; Res 
we 
Deh 
wae 
= ae 
ti, 


3d seat pom Pav ste 
ad ae ae ; with 
1* @\. 
ee Se OE aa" ie 
es SUE a a ¢ “1 ok a oa 
oe eee 21 : ae r 
i we & ~ - 4 + 
File s eS te . 
oo Sirs. sits Tees 
: nS 
ue Peele fF . Ce Wer ae eis 
Pareto is Eye eee ea ee he 
ay “) * . 
Hen Boe Cekiatt) seana ae hei 


bey. Fs : ase 
> x ea 
be ie al Tae oe at 
ss i Re it Stes 
Se Le, RO cy 


Nae: we 
y 
Us fr eo 
it oe 
- 2 @ 
ora \ i. 
hs R 
SA ee eee oe ae 
t a eee ie 38 v 
Se TaSAe. z: 
bf . 
t43 


J. McGrath -~7254= 


A 


well price for both refineries, and in setting the 
price at Regina whether it is based on the $1.00 
Cutbank or $1.10 Cutbank, we are still faced arth 
importations in the southern part of alberta from 
Montana. As far as the Montana situation is concerned, 
the way I size up the situation is this, probably the 
posted price of crude is $1.10 per barrel, but what is 
the cost of crude to the refineries that are shipping 
products into Manitoba, into alherta IJ mean, that is 

the point and I have no evidence of that and I imagine 
it is very difficult to get, because refineries are 

not apt to give out such information but that is one 
point which should be considered. 
MR. FRALEY: What it eosts the Texas Compny, 
in other words? 

I don't know. 

That is your question? 

Not the Texas Company, but any company operating down 
there. 

But the Texas Company is the chief importer? 

I do not know that that is a fact, I did nOtknow 

that the Texas Company was the chief importer, I was 
just talking about refineries and so when I talk of 

the price at Regina, we are still faced with that 
situation in southern alberta. 

MAJOR LIPSET?: Well, would it be po3sible 

for gasoline refined in Montana to go into Regina 

and compete with you? 

Into Regina City, Sir? 

Yes? 


I don't believe so. 
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Q Into that area? 

A No, {L+detnot think se. 

Q How does that affect Regina then? 

A No, I say that basing the price on Regina, even 


2 > Oo > 


if we base the price on Regina we ure still faoged 
with the competition into southern Alberta; in 
other words, supposing we assume a price of $1.34 
Regina and Calgary, that is the well price for both 
of those refineries, now Galgary is still faced with 
trying to reach the southern Alberta market in 
competition with Montana crude or Montana produets; 
they are still faced with that. Now, if you put 
the price low enough to shut that entirely out, it 
would probably handisap the field; in other words, 
going back to the lowest, establishing a price on the 
furthest point of supply. 

Now, last night, with the 
Commission Counsel and Mr. Cottle, we discussed this 
matter and it was decided to make two charts----- 
THE CHAIRMAN: Before you enter upon that 
discussion, Mr. McGrath, I understand what you tell us 
about how this dollar is arrived at, the dollar we 
have been discussing? 
Thet is right. 
You say that probably it was economically unsound to 


fix above a dollar but that your principals felt that 


it was a fair price and it would lead to the development 


of the field, hence its adoption? 
That is $1.30 price, Sir. 

Yes? 

Yes. 


All right. Now, we were speaking of the charts which 
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you brought to our notice yesterday and we were 
discussing this Montana dollar? 

A Yes. 

I do not want to pursue it unduly, of course, but 
do I umerstand from what you say to-day that the 
field price is a matter for the judgment of your 

superior officers who have had long experience? 

A I believe so, yes. 

Q and can you tell us, and at the moment that is the 
end of the matter so far as you are concerned, what 
factors are tuken into account by those officers in 
coming, with the help of their experience, to the 
conclusion? 

A Well, going back to the dollar price again,.as I said, 
at that time crude was being sold at 75 cents cue tu 
the chaotic conditions in Montana at that time, and 
they realized that that would not alweys hold and that 
eventually that field would stabilize and they 
estimated or assumed $1.00 per barrel. 

Q Yes, all right. Now, what I want to get at, if you 


can tell me and I do not want to harass you at the 


momen t? 
A No. 
Q What is taken into account, we will say that the dollar 


was right? 


A Yes. 

Q and reasonable and proper? 

A Yes. 

Q You do see, don't you, what I am trying to arrive at, 


and it is what factors are brought into account to 
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arrive at that figure, no matter how reasonable it 
is and no matter how experienced the person dete y 
must have some method of approaching the result, what 
do they think about when they are deciding Lt? 

A This is not the first time that there have been chaotic 
conditions in the oil industry and, as I say, our en 
have gone through these things before and they know that 
these things will eventually stabilize. 

Q GChewyes. (Ll am ignoring that 25 cent. difference, or 
whatever it may be? 

A Yes. 

oy Let us say there were no conditions of distress or 
anyvining (or that kindJand they wanted to fix a price in 

a new field to-morrow? 

bd A Yes. 

Q Tey wavted tO, fix te: orice for crude cil in ai tiela 
recently discovered? 

# Yes. 

Q How do they go about determining what is the rivht rrice, 
the right field price to fix, where they aze the principal 
buyers? 

A Yes. Well, your sturting point would be strictly 
replacement cost of the new crude; in other words, 

the new crude is going to replace the old crude, the 


price of the new crude should not be any more than the 
price ‘ofthe old crude. However, the minute you 
displace the old crude that crude falls in value and 
naturally pulls down the new crude in value until the 
two crudss stabilize somewhere. 


Q Yes. You say at the point where you are fixing that 
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price there is at the time of fixing it, a price 
which is obtainod for the 014 crude? 

That ls right, Sir. 

And you say that if that same price ig put in? 
Yes. | 

Then they are on a par? 


That is right, Sir. 


oa > © FF OD & 


If ycu wanted to develop a new field you give them, 

if you want to develop a new field how do you go about it? 

A Well, the new field will develop, probably develop on 
that price. Now, the old field is not going to stand by 
and store up the crude, they are going to compete with 
the new crude and then eventually they seesaw themselves 
down until they reach a balance, or the old crude finds 
another market. 

& And if the old crude works down the new crude must come 

| duwn too, they aro immediately in competition? 

A SRG eS Ba by OL Ts 

Q And until the old crude gets down to so near cost or 
less than that, that they will have to desist, then 
the price will come down in the neW field? 

A Yes, that is right, that is right. 
I see. ‘Well, that certainly gives me an understanding 
of your view as to the appreach of it? 

A That is right. Have I made myself clear on these 

points? I realize it is rather .n involved situation 

and I have been through it so many times, I go through 

these things rapidly and do not realize that probably 

it covers a big area and is there any point that up to 


now that is not clear? 
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Q MR. FRAWLEY: I want to ask you something 
before you submit the charts, there are some things 
I want to go over with you with the hope of making it 
Clear? | 

A Yes. 

You said that when you decided to use the weighted 
average, namely, $1.30? 

A Yes. 

Q That probably, strietly speaking, that was not the 
right thing to do? 

A Not strictly speaking. 

Strictly speaking, you have already said, but tell me 
again, what would be the right thing to do? 

A Well, to reduce the price, the $1.02, which was the 
value from the Winnipeg area or the Manitoba area, or 
in serving that area. } 

Q Now, let me put something to you, there was the desire 
to serve the area? 

A That is richt, yes. 

Of course, I presume I can say, and not unfairly, that 
the Imperial acted in that manner as they felt was in 


the best interests of the producers? 


A and being producers themselves. 
Q Being producers themselves? 
A Yes. 
Q They didn't ask each individual producer, that would 
not be either practical or necessary, I sugpose, to 
ask each individual producer what his views were? 
A I do not know whether they were consulted, I presume the 


producers were consulted, I am not certain. 


Q Perhaps, in some general way, but we can take it that 
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the Imperial acted ibn the best ure neat of the 
producers? 

Lhat is right. 

Because they are producers themselves? 

Yes. 

Now, your desire to serve the Manitoba area meant a 
larger volume? 

That is right. 

Meant taking more crude out. of Turner Valley? 

That is right. 

And that meant taking it down to the price of $1.02? 
So far as Manitoba is concerned, that is right. 

So far as that part of the crude? 

That is right. 

I have heard many times it is not practical to post 
two or three prices? 

ies very Gist Peul b. 

For your crude going to Manitoba, so many barrels, 
which you are taking, will be $1.02? 

Yes. 

But that is not practical, if you and I were producers, 
it would mean an argument who would get the $1.02. 

It would. 

There would not be any of my crude going to Manitoba? 
No. 

It would always be your crude? 

Well, I don't know, I might be generous. 

So that you say that it should have been then $1.02? 
Yes. 

Now, then, let us oxhaust that, if it had been $1.02, 


the tank waggon in Calgery would have gone away down? 
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A That is right. 
But that never occurred to the Imperial Qil that 
that was the right way to do it? 
A Well, I think, I do not know much about producing, 
: Mr. Frawley, but I presume if we weuld have posted 
the orice at $1.02 the field would not have developed. 
Well, maybe? 

A That is my personal view. 

Q You were not in Ottawa in 1935, when the Tariff Board, 
Yes, I think you were there, when your company's 
representations were being made to the Tariff Board? 

A I have been in Ottawa several times. 

Q Do you remember when Mr. McCloskey made his main 
submission to the Tariff Board with regard to the 
Imperial price structure, and particularly discussed 
this question of posting the price in Turner Valley? 


A I don't remember the details of it. 


(Page 7262 follows. ) 
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5 Do you remember the Chairman suggesting to him tht if 


the Imperial Oil in putting that price at that point had 
done the duty which was nearest normally,to bring down 
the Calgzury tank waggon and let the chips fall where they 
may? 

y:) No, Mr. Frawley. You are assuming we posted a price of 
obs 02 per barrel, but we posted @ price of ,1.30 per barrel. 

q Iam just exploring what you think falls from this 41.02. 
Iam just explroing tmt for the information of the Coi- 
mission. If you had put it at ,1.02 the Calgary tank 
waggon price would have been lower? 

A There is no question if the price goes down they pay less 
for the gasoline. 

Cs There is a considerable difference between 41.02 and 1.20? 


A I do not know what it “would be but there would be a reduction. 


BEM 


it is just an automatic thing is it not’ 

4 yes. 
MA. PLOTKIN : “hy is it automaticy Mir. Frawley. 
We have been told already that there is no relationship. 

: Me. FRU ILSY: There is a relationship here. 
You have a lower laid down cost of that material at the 
refinery and thet is certsinly reflected in the tenk waggon. 

4 The tank waggon price is reduced when the price of crude 


goes down. That follows in the United ‘Stateg and it 


follows any place else. 


BD 


Here is some thing we might file. Now I showed you that 
yesterday? | 

A Yes, that was dated 1935. 

‘ Fhis is a statement tlt was prepared in your office for 
my information, showing the reasons for the drop or the 


increases in Turner Valley crude? 
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Yes. 


I would Like ‘to £116. that? 


& © b& 


That was before there was érude there at all. 


Yes, it is dated December 19th, 1935, which commenced with 


£9 


the first posting on bay 21st, 1924. I want it, Mr. 
Chairman, for the "basis" remarks, which are contained 
under the heading of "basis". The witness prepared it on 
Wr. MeCloskey's instructions. 


DOCUMZNT IN QUESTION IS NOW 
MARKED EXHIBIT "263". 


ay 


Exhibit "263" is the basis of the Turner Valley naphtha 
field prices because, of course, as of the date of this 
there was no crude. I find that the price that is thet 
first price on August 43rd, 1925, the price was 35.38 for 

a barrel for clear naphtha and discoloured naphtha 45.14 
per barrel. Basis. Basis 15 cents Imperial gallon 

under tank waggon price of Premier gasoline less pipeage 
and freight from Calgary to refinery. Then the reduction 
on Jugust 24th, 1925, to 15.03 from »5.58 per barrel on 
clear naphtha, and a reduction to 44.79 a barrel from 
vOel4 a barrel discoloured naphtha. Now in the column 
"basis" "Due to reduction in gasoline prices." And that 
follows down. That is all I want to refer to, that follows 
down the basis golumn showing that there has been always 

a reflection of the drop or increase in the prices of crude 
in the Calgery tank waggon. That has been reflected all 
the way through? 
A Yes. 

Q So that I say if you hed made a price of 41-02 on the Sth 
of Jenuary, 1938, you could almost tell us - at least Mr. 


Halverson may tell us - what the Calgary tank waggon would 
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have been that year? 

4b Yes, I presume so. 

Q It would have been a good deal less than the price tht 
was posted or that was effective on that date of, I think, 
gust for the record I may as well put it in, of 17 sents, 
you agree with thet? 

4 I do not know the prices. 

€ I am showing you the marketing prices as of the Sth of 
January, 1938, Calgary tank waggon 17 eents. 


4 lire. Halverson will have to identify that. 


& My question simply is if you had made the price 41.02 
instead of 41.30? 

A Yes, I absolutely agree with you. 

© I am not asking you for a moment what it would have been? 

A Yes, in September the market price was ,1.52 and on January 
5th, 1938, we dropped the price to ,1.50, and there was a 
reduction in the tank waggon price. 

Q M. -NOLAN: May I interject, if I may 


be permitted. It would have been a lower tank waggon price 
at »1.02 if the producer was aes to produce and sell 
his crude at 41.02? 

4 That. is right, Mr. Nolan. 

A MR. FRAVLSY: If you posted a price of 41.02 
is it suggested that the producer would not have continued 
to produce? 

A “We did not post that price. 

‘e Of course you did not, and you are giving us the good and 
dehsibie reasons according to you why you did not. But if 
you had done just the strictly economic thing and the 
price had been =1.02, you do not suggest for a moment do you 


tha t the wells would have been shut down’ 
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I think the producers would have s@id we de not csre 

to go that far. 

They have not done that yet? 

Mz .NOLAN: We oa nhot say what they would do 
in the light of the 31.02 price. ‘shat they did was prediceted 
upon $1.30 and not 41.02. 

MR. PRAWLEY: Ve have the suggestion and I 
just want to see to what extent the witness will accept my 
friend's suggestion. My friend's suggestion to you is that 
if you had put a price at $1.02 because you sent it tat far 
and got more olsun than if you had sent it that far, if 

you had made it 4+1.02, the question is whether they would 
have continued to produce at thst price’ 

Yes, I cannot answer that. I do not know. 

We hear a lot of talk these days about getting big orders, 
much bigger orders for crude. In sungland? 

Yes. 

That has necessarily got to bring down the price has it not? 
I do not know, Mr.Frawley. 

If it is to get 3000 barrels a day for instance, to get more 
GYUdG..+:. 

It would have to compete. 

Of course, and if it has to go down must it necessarily 
follow like night follows the day that that shuts down 

the wells in Turner Valley, because the price goes down? 

You are taking only one quantity. You mentioned 5000 
barrels. Let us use that. 

Yes‘ 

A producer might be willing to sell 3000 barrels ata 

certain price but would they be willing to sell their entire 


output at tmt price? 
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You say you do not know? You did not consult them, or 

anybody except your Company. Your own Company wa s 

satisfied to do it? 

I think the proof is that everybody seems happy about 

it, Mr. Frewley. 

I have a very difficult role here to try end bring cut all 

of this evidences, and let it reflect its fairness on all 

sides in this industry, thé producer and consumer? 

Yes. 

And the consumer. 

Cyrent eto be xs Jini ys Shon and give vou is ‘stre [ghtromeard 
enswer where I cn. 

Yes? Now I 4m simply putting it to you, if you hd put the price 
down to »1.02 then tht would hove put the price of g™soline down 
in Southern Albertc, cnd possibly ~lso Scsk°tehew n? 

If crude had been moved at .,1.027 


The producer would have been getting considerebly less for 


his product? 


ie NOLAN: And more wells would have 

been continued to be drilled and the development of the field 
earriediion justias, at) 21.307 

elie FRSV:LGY: Instead of posting 41.02 you 
averaged them all up and made it 1.30% 

Yes, thet is right. 

Let us say you thought - before we leave that, that you 
directed your attention more closely to developing the field? 
Do not misunderstand me. I am not complaining about that, 
but you directed your attention more particularly to the 
develovment of the field and the good of the producer, - 


and again I will say in the develorment of the field - than 
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to the price which the consumer had to pay for petroleum 
products in the Province. 

A “ell I think toth would have to be considered, iir. Frawley. 

C. No, because if you had considered the producer alone, let 
me put it that ways 

L I do not think you could consider the producor alone without the 
consumer. 

Because, just to repeat it, you took s broad view of it? 
4 Yas. 
ae But I say again - and I am not taking any position with 
you at all - if you had thought of the consumer alone, and 
please let me repeat, if you had thought of the consumer 
alone you would have put that down to ,1.0¢ and let the 
Calgary tank waggon go down’ 

4 “ell I cannot see any object in putting it down to 11.02 
if you cannot get the crude, Mr. Frawley. 

ig No, if you cannot get the crude. If it wes that low’ 

4 Yos. 

@ Do you feel if you had put it down to 1.02 that crude 
would not have been there for you perhaps, for your refining 
operations’ 

a) meth i dp, noe. know , liz. Frawley, I cennot answer that. 

It was the general opinion that 1.40 wes a fair price. 

G The next thing you said that I made a note of was that 
you bring in 14,000 barrels in your Sarnia xefinery of 
Lowden erude: 

4 yes. 

C That has been reflected in the Ontario tank wagzgon’ 


4 Yes, and the Manitoba area as well. 
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TH! CiAIRMAN: “hat erude? 
Bb Illinois crude. 


G MR. FRAWLEY: The price has also been 
reflected in the Wanitoba price? 

4 Yes. 

‘ You brought the Manitoba price down long before Illinois 


erude was actually being sold in Manitoba: 

A I do not know just the date that was brought down, but 
that would naturelly follow, Mr. Frewley, because you 
would be competing with the Pao aioe from the Stetes 
if you did not bring your prices down. There was bound 
to be @ gap. 

Ps You have to come out with a reduction and tske a loss lots 
of times? 

4 Yes. 

% You do not vait until the stuff is actually in thereé 

a) No, thet is right. 

° Now then, you say inste:d of taking the ,1.02, if you 
average them up, you said this morning your considered 
opinion was that was not sound. “hy? j-ould you mind 
elaborating upon that‘ 

A The wl.J30% 
a ko, averaging up of these prices: 

ys) There are so many things ehanges that take place when you 

ere dsaling with such a tremendous area. There are very 

many factors that keep changing, and they might change 

every day.e If you changed every day to meet the conditions - 
for instance you have a good crop in Saskatchewan for exemple. 
The demand goes up there. That changes the relationship 

of the crude as fer as Regina and Calgery is concerned and 


j things like that. They are continuelly changing. 
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Q That ts why you say it wes not sound and is not sound? 
You said this morning it was not a sound thing to base 
the price by averaging? 

A Yes. 

G I want to have that made a little more clear. “hy wes not 
that the right thing to do? 

4 Ae I say conditions change and you fasten yourself down 
to a definite price, and conditions may change here or 
there or some place else. You either gsin or lnse by 
them. 

. Have you another method, you could adopt another method 
which permits you to pick up the changes more quickly? 

A Just taking one point would be the soundest basis, hir. 
Frawley, to determine your price. 

C And there is another reason, Mr. lieGreth, which perhaps 


has not occurred to you, as to why it is unsound. Take 
Alberte alone, Northern and Southern Alberta. Is there 
any unsoundness* 

4 Yes, that is a fact. 

a axplain that* 

A “hy you averaze the price, teke the »1.20 price for Calgary’ 

& Yes‘ 

A Pte esttleult for) Caleany, to reach the, Tormer Coutts 
territory on that price basis. 

. As a matter of fact though you do reach it, you are reaching 
it by - you are taking that up out of the erude price 
aren't you? You do reach Coutts area now from Calgary 
don't you? 


A Yes. 


£ 


with products, I meant 


4 Yes. 
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Q You do that because'of the $1.30, because of having 
fixed the $1.30, is that not so? And that permits 
you to reach the Southern part of the Province‘ 

4 No, it does not. 

Q All right. Let us be clear about that. You really should 
not be reaching to the Southern fringe of the Provinee now 
from Calga.y on that price? 

A Yes. If you remember yesterday afternoon that for the 

Coutts area it was worth 92 cents and for the Calgary 

area 51.62. Now the price that has been posted is {1.39 

for Calgary. Then you cannot reach the 92 cent area with 

the 1.30 price. Is that clear? Do I make myself clean, 

Mr. Chairman? 

THE CHAIRMAN: On that point, quite clear. 

Q Mea PRE LEY: : I rether thought when you 
said yesterday that your crude was only worth about 92 
cents for the Coutts area and you aaid or you meant tht to cn- 
able. your products go down there’. 


A That is right. 


BY 


And the price had to be 92 cents? 
That is right, Mr. Frawley. 


And to enable you to serve the ordinary normal Calgary 


2S & 


territory the price had to be or could be »wl.b<ct 

A Dinos, that) to right. 

q And averaging those two prices, 92 cents and ,l.6<¢ that 
gave you a price of 41.52% 

A That is right. 

q Then having posted that price of 1.52, or having arrived 
at that price of 31.52, that it enabled you as a result 
ef posting the price to enter and serve that southern 


territory? 


% is cteapad Mi ial Coy tere daod s*s wale od eM niuyat ‘ 


Mes PORE VOR , out SO CBAs MEGA EL oe ent” OF 


si 2 


f 
Be hake 
5 ac 


454 
= % 


iy . ts ae 
; M hea SR Gert ¥ 
? yt re 
’ ‘ a 
\ ma ; : ve “hy 
ok , 


; ; | hy ‘ : a er ey ae 


gale fo. PE PABES, OE. hee ae a? a i 
ae times, tent ‘fo ie! tug 2 att ab 084s 
Spal vour BAe Pale Aes! ‘ada 08 at 


Say atk us, J aia — 
eet Tod font ROGET Wess 
a aaa ase 27% bee. wh Ae “Me noww sii ‘4 ‘sie 


i, 22 Deteog a mead. ad te sot ta arid wm de 


cor ae 


A 


iWiW eee tate Sf et soses “onmee BON, | neo? 


prsein fioeee pian 1 ed Masato ft ee: : 


Mepslo etbag ~NLOe Gene aly 


ROY med w ddatedt Tentes, f. 


e 


Re taode abipw. wiga 22 ye etiunes: bay, 4 ed? Carnes 
Hi. Pipes Los, fiber 8G: GAN Bete eitsined? see 
dedi: putts cowed: op adios b re 


at 


nt ie 
ee 


Paeneor ses od a3" 8 at oka 


patie: ee hae ak set 


eee Sega pekinese Wei eytea ot HOY siseag of 


me Adind.y” bas a Feu aap bay av becdt aie: wets 
‘Stivdy Ee onltg: a bay 


Stet, | 
nd paper’ eptt mer 


v : : ’ 
‘ } : . y 
? ‘ wo 7 ; PAyo} f 
: ' rs ae if 7 * f 
i | tal, wr : a a at - 


it; vat th Wee R care iu 
Pew) At ete. (Rear Shere | Sty ae ee Oi 


i 
me) 


T=1 
LO 


games McGrath. 


=—T2t\- 


A Not when you base it on averaged That is where we get 


intu difficulties, average price, hir.Frawley. 


t You only reached your average by setting down the 92 cents 
@s the price you could pay to serve that Southern fringe’ 
y:) Yes. 


Q Then they really pay 92 cents, because otherwise it would 
have been 41.62? 

vy The lower area is 92 cents. 

q And you Renae down the $1.62 and you brought up the 92 
eents up to~41.52? 

A We did not post »1.52. %e posted $1.30. 


I know, but that was just the same as posting ,1.52 for 


a) 


what you required at Calgary’ 

A No, we posted an average price of 1.30. 

Q Duknow 1b ise12507 

A There is a difference between 11.30 and 92 cents. 
In other words »1.30 crude cannot move to that area. 
You mean the 41.40 cannot move to what area: 
The 92 cent area. 

Q, Now you have said that. That is a thing that almost 

| confuses me, because that 31.50 has a lot of elements 

in it. 1.62 and 92 cents. . 92 cents will let you go 
down there’ 

5.) Yes. 
And $1.40 won't let you go down, of course, if you have 
it at 92 cents, but you had it at 92 cents in the course 
of your calcula tions? 

A If we had two different prices, »1.52 for Calgary and 92 
cents what is needed down below, that is a different 


Condition. .But we used an average price of 41.30, both 
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fer the Calgary and Regina refineries. Our basis is 
Gb. 30. 
q And you say you cannot go down there at 41.0, it should 
be 92 cents? 
On a strictly cost basis, yes. 
But products are going down there? 


Yes. 


DP  -& DPD & 


You have a bulk station at Coutts and one at “arner and 

Milx River, right on the Southern fringe? 

A That is right. 

C “hy is it going down there? 

4 You have to discuss the marketing problems with ir. Halver- 
Son, Mr. Frawley. I am not acquainted with the marketing 
business. I am talking froma strictly économie Situation. 

& As far as refiners are concerned, unless they are doing 

something in the marketing department which allows them 

to go down there,.as far as the refinery is concerned it 

should not be going down there? 


A Et snould not, “at Sisse. 


Q It should not at 91.30% 

A No, that is a fact. 

G Me COMET SIONHN GIPSstT + On the other hand, I suppose 
at Calgary, Mr. keGrath, you would make your full marketing 
prorit ena suit) pey "4.52" for’: your erude. oll Tor) calgary, 

A No, the price structure would be the cost of 41.50 crude. 

q But as Mrs Frawley says, that is so much at 31.64 for 
Calgsry and so much at 92 cents for the Coutts area? 

ve) The average down there was 92 cents and the Calgary area 
wle62, making an average of ,1.52- But the price posted 
was $1.30 which is the averaging Menitoba and Regina too. 

q But as far as these two ere concerned, it would be the 
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@ifference between 11.20 and ,l.62 in your Calgary refinery 
that additional margin helped to put or to send the product 


into Southern Alberta area? 


& . If the price structure was not brought down to #1.30, yes 
sir. 
te It works out exactly the same. You come to 41.30 and 


take in Regina, does it nots 


A THO’ orice OF % ss ss 


oe) 


You are getting the difference hetween 01.30 and $1.62 
extra in the Calgary district and that is helping you to 
take care of the Southern area and the Regina area? 


A Not if the price structure is based on 41.30 Mr. Lipsett, 


Le) 


But Be GLOSS ss ss 

A You are paying $1.80 for your crude and if your selling 
prics Structure ts based on 21.50 wade’ 

Q Vite PRAY Lay: Tank waggon you mean‘ 
Yes. Mr. Halverson will have to go into that phase of 
it. Iam not acquainted with that. 

ei hk. COM ISSIONSR LIPSETT: Is your tank waggon price 
at Calgary based on $1.30? 

4 Ne1]1 I can say this, when we dropped from 11.52 erude, 

which is the former price, to 31.30, I know there was a 

reduction in the selling price. Now Mr. Halverson will 


have to answer for the selling price. 


Mee | OFRLSLSYS The tank waggon is based 
On Leos 
¢ VR.NOLAN: If the price had been at 


Calgary $1.52, then that additional price as between 
51.30 and 41.52 would have been reflected in the oost 
of the products, the gasoline would it not’ Because 


the price structure would have been based on 41.52 
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instead of ,1.30% 

A If it had been,ves. 

A If it had been? 

& Yes. But it is a price of 31.350. I want to make that 
clear. It is 31.60 for Calgary or any place that the 
crude goes that is the basis. The average was used for 
Calgary. In other words we did not use {1.52 for Galgary. 
~le50 was the average for the field price. 

° MA. COMMISSICNSR LIPostTr: Your price at regina is 
based on #1.30 and not on 92 cents? 

4 I do not kn-w, Mr. Lipsett. Mr. Halverson will have to 
answer that. 


THs CHAIRMAN: Mr. MeGrath, you and mr. 


®) 


Fravley both seemed to think that there is something qmite 
wrong about taking the different prices, the different 
Preidyorices,. so much for the oil that is going to Calgary 
and so much for .iegina and so on. One difficulty that 
hes been pointed out is that there will be a question of 
whose oil is going to which place‘ 

& That is right. 

C Are there any other practical difficulties other than 
that one? 

b Not that I can think of, Mr. Ghairman. 

”) Nov if that be the only difficulty why could it not be over- 
Gome to the great advantages of the people of Alberta if 
a system of pro-rating, just such as you have yourselves 
first put in force and subsequently the Conservation Board 
put in force in Alberta; so that everybody would get 
their share of oil that went afar and oil that was 
delivered close at home? Their feir share 


A ‘ell I do not see any reason why that cannot be done, ir. 
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Chairman. Ido not see any reason. Of course I do not 
know all about it. That is my own view. 

@ They if that were right would it not mean that much 
cheaper gasoline - I do not say it is but I am just 
inquiring - much cheaper gasoline for the people who 
are close to the oil field? 

A Well that gets back to the ~beS2 and the $1.80 again, 
Mr. Chairmane 
We are Paving different prices now? 

A Yes, I see what you mean. Disregarding the present price 


structure, you have a certain price for Calgary and 


regina and so on. 


2Y 


Yes, and a certain price for Regina, and the only obstacle 
to that that you were able to point to is that everyone 
woul d want to have their gasoline sold at the high price. 
I am putting it to you why could not that be pro-rated 
so that the people in winnipeg woulda be paying the price 
appropriate to the distance they are away from the oil 
field, and the people in Regina the same and the people 
in Alberta getting the advantage of this price incident 
to, being: close to, the,oil field. 
A Well I think probably that would be - well I do not know. 
I have not had cnough experience of that sort of thing. 
I would say this that the price at which erude was sent 
to Winnipeg or to Regina, of course, could not exceed 
the competitive prices for those areas. 
C Yes, but to protect the Calgary area you could do it ata 
much less price than you could the ‘:innipeg of course? 
A Oh yes. 
Bs There may be a complete answer to this, but I am concerned 


with the simple question of why people who live beside 
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an oil field should have to pay ths same price as people 
who live 2000 miles away from tt, if the msrket extends 
that far. There may be a good answer. The one you 
present is how would you divide up amongst the people in 
the oil field. I suggest to you pro-rating them’ 

A When you mentioned that I was thinking more of the $1.02 
and the $1.15 and the $1.52 and that is why I said that. 
It would be difficult. But as far as setting up a crude 
price erreurs or a selling price structure on that basis 
Iam afraid you would have to get someone else to answer 


that question. 


£> 


VR .NOLA WN: Can I suggest something to 
the witness. These refineries are not serving only one 
Provinee are they 


A That is right. 


RD 


Does that make any difference? For example, products from 
the Calgary refinery go into Saskatchewan? 
A That is right, and Saskatchewan goes into Manitoba. 
Gq Would that be an obstacle in taking what might be 
called a provincial price? In other words, would you 
know what was going into the Saskatchewan market? 
vil That is quite a problem, Mr. Nolan. I do not feel that 
I can @nswer that. There is a lot of things involved, 
there is no question about that. 


Is it not a fact that if these prices had been 1.52 


and 41.15 and $1.02, those people at Calgary would 
have been paying more for their ges, would have had to 
pay more for their gas based on that price than those 
people in Saskatchewan or Manitoba’ 


A On NOs 
THE CHAIRMAN: Surely not, just the reverse. 
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Sb You are not taking freight into consideration, Mr. Nolan. 
Q MR. NOLAN: But Calgary would psy more? 


A Than they are paying now? 

Q Yes‘ 

4 That is right. 

C By the difference between $1.30 and wl.52. 

MR. FRAWLSY: That is the tenk waggon 
price would be besed on 91.527 

MR .FOLAN: The products would be based 
on a tank weggon price of 1.52. 

MR. 'FPRWLEY: No, it is just the reverse. 
The tank waggon, that is the wholesale price would be 
based on 1-52 crude. 

Q Mie NOLAN: The t is right. Another way 
of putting it, the price of products that are manufactured 
would be based on a crude price of 41.52? 

A That is right. 

6 And they would be paying more in Slberta‘ 

A Yes, that is right, in Alberta. 

Ma. PLOTKINE: If the competition would 
permit it. 


A If the competition would permit it, ttt is right, Mr. 


Flotkins. 
& And it would not? 
A It would encourage Montena shipments. 


(Go to Page7278 ). 
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MRe FRAWLEY: Then you were going to give, 
now we see, what seems to be the easiest and beat thing to 
do and that is the nearer you are to the oil fiela the 
cheaper should be your gasoline but the way your company 
has it worked out the price which you can afford to pay 
for crude oil at your Calgary refinery is ¢1.52 and we are 
the nearest? 

No, it is not %1.52, nr. Frawley, it is ¢1.30, the posted 
price is g1.d0. 

That is the end result but+---+ 

When you are canis about dlberta only. 

I am talking about eee only, Calgary only? 

allright. 

You said your company Could pay $1.52 for what it uses, 
G@1l.62, 1.62, really, ¢1.62 for what is used at Calgary? 
Yes. 

And 92 cents for what it uses at Coutts? 

That is right. 

And $1.15 for what it uses at Regina? 

Yes. 

And $1.02 for what it uses in Manitoba? 

Yes. 

Coming back to Calgary and assuming that your calculations 
are sound, then the very opposite result of what the Chair- 
man has suggested to you would be the consequence of en~ 
deavouring to relate the price of gasoline to the nearne s 
to the market, the further away you are from Turner Valley 
the less you pay, and the nearer you are the miore you pay? 
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THE CHATRSN: There is something very, 
very Strange about that. 
j 
Q MR. FRAWLEY: Very strange, because, 


ekobp ting Coutts, but take Calgary) Regina and Manitoba, 
your company can pay $1.62 for what it wante at Calgary, 
eh? 

A That is right for what we can take at Calgary. 

Q Yes, and assuming that the tank waggon, the Calgary tank 
waggon is based on the Calgary refinery? 

A That is right. 

Then that would Le the highest, 51-52? 
I would like to interject this, ir. Frawley, how much would 
be already paid for that? | 

Q That is what enter8 into it? 

Competition takes care of that. 

Q To start at the bottom, supposing we had the market, and per- 
haps I might pay with respect to what emerges from the Chair~ 
man's remark, supposing there was somebody to prorate these 
quantities and prices and so on and we had §1.6¢ at Calgary 
and ¢1.15 at Regina and $1.02 in Manitoba? 

A Yes. 

Q Wa are forty miles, 31- smething miles from the field we 
would be paying---~ 
Mr. Frawley, you are not paying it, it is based on 41.30. 

Q Yes, I know but if there was some means of giving a price 
for, Ol Betesne a priloe,«--= 

A If you had a fence around a certain area and nobody else 
could get in, no one could get in, you could put your price 
wherever you liked but hiontana, the competition takes care 


of tse things, Mr. Frawley; even posting a price of $1.30 
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for crude we still have competition in the Southern part 
of the Province. 

Another thing is that posting the price, bringing that 
@1.62, which is the strictly economic Calgary price, 

$1.02? 

That is the replacement. 

For Calgary, that is the starting pcint? 

Yes, the starting point. 

Strictly the economic one? 

The replacement, which does not consider the fact that by 
running Turner Valley at Calgary there is going to be a 
surplus in Montana and then isontara is going to come back 
at 1.62, it is not considering that. 

That is $1.62, and then by adopting this averaging business 
OF seo np fT rotG.62 50.41.52, from %1.62 to 41.80% 

Yes. 

And making if $1.30, you see one thing you are doing is you 
are giving your competitor, kir. Plotkins, a chance to buy 
crude at 41.30, 41.40, and is that not the difficulty? 

Anat Go you give Mr. Plotkins, we are only paying {1.¢20, the 
Bame as Mir. Plotkins is. 

But the value of it tw you at Calgary is 41.62? 

No, it is not, hix. Frawley, the value tc us in Calgary is 
$1.30. 

MAJOR LIPSET?: Mr. hicGrath, whem you come to 
Regina, what are your prices based on there? 

The selling price. 

Yes, on what price for crude? 


Mire Halverson will have to answer that, wr. Lipsett; I am 


not a marketing man. 
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You tell us your prices in Calgary are based on $1.80? 
No, I made the ptaterient there that I know that the price 
was, the selling price was reduced, that the tank waggon 
nrice was reduced when tho crude dropped from ¢1.52 te 
G1.30, that was my statement. 

That is basing it then on the $1.30? 

That is what I assume. 

Well can you tell whether your crude price at Regina is 
taken at $1.30 also or at 92 cents? 

Pardon? 

Can you tell us at Regina whether your orude price is b sed 
On $.-30 or-~- 

It is based on 41.350. 

The everage? 

Yes, the well price of $1.30, the same on phipments to 
Calgary and to Regina. 

Your Kegina refinery then, they get their crude there at 
61.507 

That is right, that is the well price. 

What is the factor, what is the significance of your evi- 
dence that you cannot compete at Regina uniess you get 
crude at 92 cents? 


a 


I didn’t say that, that was Coutts, that was Goutts I was 
speaking of. 

®1-15 was Kegina? 

Yes. 

I beg your pardon, $1.15? 

Yes » 

If it is based on $1.30 and you are able to compete at Ree 
gina, why were the producers in Turner Valley told you 


could not compete in Regina at any price higher than $1.15? 
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Well there is still competition in kegina. 

I know but that is on the basis of $1.30? 

I do not know, you will have to discuss with bir. Hal- 
verson the price stuff, I am just talking about coat 

of Crude. 

And the cost of crude you say for Kkegina as well as Calgary 
18 based on $1.40? 

that is right, sir. 

Then the competition at hegina must be based on crude at 
@l.30? 

I presume so but as ITsaay I am not familiar with the market- 
ing. You will have to talk to .r. Halverson about that. 
bitte AVLEY: Then tire licGrath, will you 
give us the new calculation? 

Well last night in discussing with Commission Counsel, iir. 
Frawley, and lire Cottle, it was suggested that we prepare 
two statements on the basiSof Regina, I think we agreed that 
Regina was probably the starting point and we have made 
Galculat ions based on the latest information we have and in 
going through, it is not necessary to go through them all, 
is it? 

We will file them first? 

Starting with a dollar, starting with Cutbank at %1.00 per 
barrel+~--~ 


Let us file these first. This is "Turner Valley Crude versus 


Cutbank Crude to supply Regina refinery"? 


‘Yes. 


Is this normal Kegina? 
That is the present Regina territory. 
Thet is the present Kegina territory? 


That is the present situation. 
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(STATEMENT PRODUCED HERE 

MARKED aS EXHIBIT "268"). 
wITNESS: That shows the value at the 
basis of dollar crude for Cutbank, it sows the value for 
kegina of 48 degree gravity crude in the field of 1.1677 
per barrel or §1.17 per barrel. 
Those are the same calculations? 
It is the same calculations we used in the preparation of 
this chart; they are more up-to-date, ir. Frawley. As I 
mentioned to you before, the adsorption gasoline varies with 
the ¢rude in this way that our first calculation, we had a 
certain number of barrels and we required so much absorption 
gasoline, that was to take care of the volatility in the 
winter time. As the summer sales increase it does not neces- 
Barily follow that there is an increase in the absarption 
gasoline, so the relationship of crude to absorption gasoline 
is a little different. 
Now then what is theeffect of this Exhibit, what does thia 
Exhibit indicate? © 
Based on Cutbank crude at {1.00 per barrel at the well, that 
48 gravity Turner Valley crude for Kegina in the field will 
be worth §1.1677 per barrel. 
ind that should be the posted price as far as your company is 
concerned? — 
Well I am not prepared to say that should be the posted price. 
I Go not want, I am not controversial about it, that is the 
figure based on a dollar, but that has always been the method 
of basing the price, that is my point; well you say it is 
averaging, yes, lire Cottle tells me that the procedure up to 
date is to average everything? 


Yes, and this is taking a definite point. 
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Then let me put this to vou, what is the diffarense between 
that figure, why should it not be, I will put it that way, 
£ want to bring it all out, why shoulda it Hee be v1.16, are 
there other considerations? 

Based on one dollar crude, it should be ¢1.16. 

Yes, I an assuming that always for the sake of this? 

Yes. 

If ¢1.00 is the fair price for Cutbank crude, of this 37 
gravity, then 48 gravity crude in Turner Valley should not 
be selling for any more than (1.16? 

On this calculation. tht is correct. 

On this calculation? 

Yes. 

But this is the true and correct ealculation? 

That is a true and correct calculation based on (1.00 Cut- 
bank crude. 

Ahem tf tae te wrone, the 1.16 is not right? 

Yes, if the dollar is not right, the 41.16 is not right. 
Is it not as right as the present posting, because the 
present posting is based on »1.00 average, if you like? 
Yes, but the present posting is now a fact, it is a fact, 


there is the present posted price, this is not the present 


- posted price. 


No? 

This is the value of the crude based on ,1.00- 

I want to compare this as to its correctness and soundness, 
your present posting is based on 41.00 crude at Cutbenk? 
Yes, in the average. 

It all starts from that? 


No, you see you have tiid-continent in there? 
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Q Oh yes, hiid-continent for the iwanitoba market, that is 
right? 

Yes. 

Q That is 4 different factor, but apart from thet, the 
present posted price has the sane consideration, that is 
it is a little more up-to-date but you are using a little 
less proportionately of absorption gasoline? 

Zhat is true. 

Q THE CHAIRMAN: This statement purports to 
deal with the situation es it ia today? 

A THA Ls right. 

Q MAJOR LIPSETT: On that point, Mr. MeGrath, 
what, in fact, is the price at which Turner Valley crude ie 
invoiced tO the Regina refinery? 

o& On a basis of $1.30, on the basis of 48 crude, $1.30.. 

ms) This tabulation does not relate to extending itself, based 
on the dollar crude? 

A Thiet a. (comrest., sir. 

Q But in fact the Regina refinery is carrying on its work and 
meeting competition on an invoiced price for Turner Valley 
crude based on $1.30? 

sl Yes. How long that will continue we do not know. 

Q E suppose, has that continued since the posted price wags put 
up tol 2.3.0? 

A | It has, due to the change in the excise tax and these things, 
I do not know how long it will cont inue. 

Q wmAJOR LIPSETT: Is the present position then 
that the company retaining its market in Turner Valley ¢ rude 
on the basis of $1.¢0 for its crude and at the same time the 


¢. 


producer is getting reduced from j1-62 to ¥1.60 for the Calgary 


refinery on the ground or the assumed ground that it can only 
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come to Regina at $1.15? 

No, it is on the assumed ground that that ¢1.20 was based 
on Manitoba, Regina and Ualgary. . 

But so far as Regina was concerned it was based on Elvis? 
That was part, 1-15 was part of tho figure. 

And the fact that that was put in, the price that was paid 
by Regina was 41.507 

That is right, sir, and that was just the basis of arriving 
at the price. 

I understand and during all that time for Calgary Itake it 
that the company has bsen getting the additional benefit 

ap between ¢1.50 and $1.62 or $1.52 as the case may be? 

No, I would not say that, no, no. 

MRe NOLAN; Well who got the benefit? 
There wus a reduction in the selling prices at the time, up 
in Calgary or in Alberta 4t the time this «1.30 was poated, 
therefore the consumer got the benefit of the price. 

MaJOR LIPSETT: Gan you go just a little fur- 
ther, 1f you know, ir. hicGrath, and say why it was cal- 
culated or represented or whatever it was, that the Regina 
price would be y1.15 if in fact it was going to be 41.30? 
Well to get back to that basis of price, iire Oommissioner, 
the average price---- 

I understand that but it is in fact not the average now at 
all? 

No, well it is, that is right, it is just $1.30 now, that is 
all it is. 

It was represented that that was the average prioe? 

That is right. 

Between (:1.62, 41.15 and 92 cents? 


That is right. 
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In fact so far as hegine was coneernea that is not correst 
because there never was 41.15, the price for Regina? 

No. 

MRe NOLAN: there was ne price of $1.15 

at Regiua? 

No. 

But the value at Regina was $1.15+ 

Theat is right, and in the average that was part of the 
average of y1.d0 and %1.40 was posted in the field here 

and that was used in billing the Calgary and kegina re- 
fineries. 

MAJOR LIPSETT: But was not the represantat ion 
of $1.15 for Kegina, tmt that was the competitive price 
necessary there to enable Turner Valley crude to go into 
Regina? 

That is right. 

And that representation or that. calculation having been made, 
that in fact does not appear to be carried out because kegina 
Btill pays §1.c0? 

That is right, that is what they are being billed with the 
crude. Now so far as the competition is concerned you will 
have to discuss that with ir. Halversen. 

I understand that, but I am trying to get the basis, now just 
carrying that on to what was going into Manitoba? 

Yes. 

Was that crude that was going into tt market, was that also 
bliled-=—-- 

At $1.30. 

At $1.50? 

That is right. 
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Q And that in the calculation should have been 11.08? 

A That is right. 

Q And now,the fact now then is that because that price for 
Manitoba was paid at ¢160 instead of $1.02, the 1770 


barrels were taken away from Turner Valley? 


A The 1770 barrels were taken away due to Illinois crude con- 
Ingeoine 
Q Yes, because although you got from the producer from Turner 


Valley a price of g1.02, you continued to charge for the 


Manitoba market »1.50? 


rn No, we paid the producers g1.60 for all cur crude. 
Q Yes, on the basis of $1.02 for lianitoba? 


A Thetees Liens) sir, that Dearight. 

Q And having that you did not use that to compete in 
Manitoba? 

A That is right, but as I say again that involves the selling 
price and you will have to disouss that with Mrs Halverson. 

Q hRe FRAWLSY: Another way of putting that is 
that Regina's value was ¢1.15 hut it was paying $1.50? 

- That is right. 

Q And varying that a little bit, Kogina's average value, not 
weighted out, but just for quick reference purposes, 
weighted $1.15 and $1.08, Kegina'ts value would be somewhere 
around $1.08 perheps for thoir normal and Manitoba market, 
about, well of course you would not agree, but about $1.08? 

4 I do not know, whatever it is. | 

Q Somewhere between §:1.02 and g1l.15? 

= Yes. 

But they pay 41.30 for all their crude, Regina did? 


4 Yes. 
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Q What was wrong with that, what is the other side of that 
picture? 

A Well I do not, let me put this to you, let me tell you 
this Mir. Frawley, don't lose sight of the fact that hon= 
tana had, due to Turner Valley orude going in there, that 
sontana.-prieoea fell, the price of crude f211l, therefore 
Regina no doubt received.the-benefit, even on the basis of 
$1.30 you se3 what I mean? 

Q Regina paid §1.50? 


Yes. 

Q Just let us forget about sianitoba so far aa my point ia 
concerned, Kegina paid $1150? 

A Yes. 

Q But she should only have bean paying 541.15? 

A That is right. 


Q Fresumably she could have brought in Cutbank erude gt 61.15? 

i The t is right, 

Q But you charged her, your Imperial Company at Calgary, send- 
ing the crude down there, charged here (1.50? 

A Theat is right. 

Q And I say to you,,juat Looking for information, what was 
wrong about that, there must he some compensating thing 
about that, how could she afford te pay $1.50? 

A That of course involves selling price and you will have to 
discuss that with Mr. Halverson. 

Q The answer to it is very simple, the tank waggon price get 
lip iin heging=-+-- 

A You will have to discuss that with Mr. Halverson. 

Q I know and I do not want to take you out of yor field, 
but it is the obvious sort of thing, is it not? 


i T think there were reductions in tank waggon prices in 


Kegina. 
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All the money comes out of tank waggon, the refinery oould 
not pay for anything except what it gets from tank waggons, 
the money comes from the tank waggon price or selling price? 
Yes. | 

We are calling it "The tank uewOr price" 

Yes, yes. 

But she should not, and that is the only reason why there 
must be some such reasons , or she could not afford to pay 
wl.30 when the crude was only worth ¢1.15 at that refinery? 
Yes. 

bo going a step further, whet she served in luanitoba the 
crude was only worth about $1.07 or 41,08? 

Yes. 

And still she paid $1.30? 

Yes. 

You say that is aomething in the selling, is it, and if it 
18 IL will not ask you about it? 

To get the entire picture now, you will have to discuss the 
other side with i:r. Halverson; I have given you the manu- 
facturing side; what happens so far as the manufacturing is 
concern ed. 

AB I sayI do not Ai to be waking more out of it with you 
than I should and you.would prefer not to answer that? 

That is right, Hr. Frawleyo 

Now having filed this Exhibit "268", is that all of the 
Calculations which you have? 

No, we have the one on the suggested price of $1.10 for 


Gutbank. 


Now if you will let us file that then---~ 
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MR. COTTLE: Before submitting that, Mr. 
MoGra th; I bbderve you have thd value of one barrel of 

45 gravity crude on Exhibit "268" you show 1.3161 divided 
ay «785, is that a typographical error, should it not be 
1.4911 divided by .785, you see that is---- 

That is a typographical error. 

THE CHALTHLAN: | And what is the oorrection, 
please? 

What is that, John, when this was typed over it got the same 
equation on both statenents. 

MR. FRAWLEY; The calculation, the resulting 
figure is right, but that figure of 1.3151, that should be 
1.4911, but the figure of 1.8995 is the same. 

THE CHATRMAN;, |. All the other figures are the 
Bane? 

That is right. Thank you, iir.e Cottle. 

MKe FRAWLEY: The next exhibit, which will 
be Bxhibit "269" is "Qurner Valley crude versus Gutbank 
crude to supply Regina Refinery", using a well price of 
$1.10, and all other calculations are the same, is there the 
Bame mistake there? 

No, that doesn’t change, Mr. Frawley, yes, it is too. 

There is the same error in that statement, iir. Chairman and 
the new figure will be--—- 


1.6911. 
MRe FRAWLEY: That figure of 1.5911 should be 


garried into the next line instead of 1.3151, it shnuld be 
1.5911 and the resulting figure of 2.0268 is all right? 
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(STATE ENT PRODUCED HERZ 
MARKED AS EXHIBIT 269"). 
Q Then that gives you the value at the well of 48 gravity 
Burner Valley orude of $1.29 or $1.23? 
gl-2950 for 48 gravity, lir. Frawley. 
Now ¢1.29% cents? 


That is right. 


©& -& © & 


Now are those the-only computations which you have pre- 

pared? 

A That is all I have. 

Q Now then, sire moGrath, if that completes your evidence with 
respect t% the posted field price of crude, that does, does 
1? 
¥Yes, that is all I have to say. 

Then what the Commission has to determine is what the fair 
and equitable field price is which should be paid, the fair 
and equitable field price which should be paid is what the 
Commission must make a recommendation about, now what are we 
te take from your evidence that the fair and equitable field 
price which should be paid according to Exhibit "268" using 
your own figure of $1.10, is ¢1.16#? 

A Yes, that is right. Now those two, of course, are assuming 
these prices of §1.00 ena 41.10, you aust not lose sight of 
that. 

Q. One of them is your own and one you did just out of courtesy 
to us? 

4 That is right. 

Q That is why I take ikhibit "2668", that is why Z didn't take 


Exhibit "269", I wented to have some finality to your 


evidence and leave your evidence with some submission to 


the Commission, so do I understand now that taking the 41.00 


which you want to take and continue to take I understand, yes, 
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that is your company's best opinion about this? 
4 Yes. 
; Q Therefore the present field price of Turner Valley sorude 
should be $1.1677, am I right in drawing that conclusion? 
It weuld be that on the $1.00 crude. 
It would de that? 
On 41.00 -erude. 
And it should be thet.on dollar sruie? 
Zt should be that, that is right. TF am not saying that we 


= > & pp & 


are posting that price at all because I have no authority 
to say that. 


No, but the Commission must make a recommendation? 


That is it. 
About what the fair and equitable field price is? 


> PD b&b 


That is why these twe scales were preparel, to assist the 

Commission. 

Q fam not concerned with posting now, I am concerned with 
knowing what the Commission would answer, pursuant to their 
Commission, to this question, what the fair and equitable 
field price should be? 

A That is right. 

You say the fair and equitable field price which should be 

paid is §1.16? 

Based on 61.00 crude. 

But you are basing it on ¢1-00 crude? 

That is right» 

And you have always based it on that? 


ap ec oOr & 


Yes. 


THE CHAIRMAN: I do not know that this witness 


expressed any opinion at all about Cutbank- He says if tho 
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price is 41.00 this is the proper calculation; if the 

price was ¢1.10 at Cutbank then there is a different 

result and you muy as well put it to him if it is $2.00 

at Cutbank what will it be at Turner Valley, or 10 cents 

at Cutbank, what will it be at Turner Valley. At the 
moment E do not see that we have advanced any in finding 

out what the fair and equitable fieic price is. lir. iieGrath 
says this is the fair and equitable field price if 41.00 is 
the starting point, as I understand it? 

That is correct, sir. 

THE CHATRiAN: And he does not go a hit beyond 
that, so so far as fair and equitable field price is con- 
cerned it occurs to me at the moment, and subject to enlight- 
enment of course, that we are as far away as ever, of being in 
a position to make an answer. 

MR. FRAWLEY: PAD it ton ts 

MAJOR LIPSETT: Wr. McGrath, this I take it is 
based on Cutbank, if Cutbank were the competing price? 

That is right, sir. 

Can you give us yourself, some idea as to whether, as to what 
extent there is real competition from Cutbank? 


(Go to number 7295) 
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James MeGraths =lago~ 


A Well alll can’ say is that products are moving into 
Southern Slberte. That is one indication there is 
competition there. I do not believe there is any crude 
coming in. 


Yes, I suppose, like the Texas Company? 


sD 


A I do not know who it is moves it in, but I notice the 
Government reports show there are products moving in. 


As far as Regina is concerned is there real competition? 


) 


4 There are some products moving into there, yes sir. 
Mae ?.OLAN: Haven't we an exhibit that 
shows that? Didn't we have the number of gallons of 
gasoline imported according to the Sales Tax officials 
of the Dominion Government, or am I wrong about that? 
Me. COMMISSIONER LiIPSit?s I think so, but I was anxious 
to get Mir. McGrath's own opinion or information that ho 
could give us as to the seriousness of the competition, 
having regard to the fact that they could meet it apparently 
with crude at »1.30; whereas they should not be able to 
sell Turner Valley crude at all on the basis of this figure 


1.15. That is why I was asking that. 


w 


et anything more than 
If you can tell us anything about the seriousness of the 
competition of Cutbank crude, Ir. hieGrath, it would be a 
matter of interest. 

A I mentioned products. I do not think there is any crude 
Coming in. There is a small amount. It is products. 
But that would be a subject for the marketing department. 

A So far ag the actual experience in «egina is concerned, 
crude cannot get in there even as against Turner Valley 
orude at {1.307 

4 Yes. ‘e could buy erude at ,1.00 and it would be cheaper 


than Turner Yalley.at j1-d0- 
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Janes McGrath. 


S But you have not done that? 
A No, and we do not wish to do it, Mr. Lipsett. 
& why is there a different policy then for Regina as against 


the policy you applied with reference to the Manitoba 
market where you are moving in crude from the States 
because you get it at a less price? 

4 There is certainly a great advantage in Illinois coming 
ing It was a much cheaper crude and tnere would be 
consider@ble competition from across the border there if we had 
not met that with Illinois crude in the Manitoba area. 

A But even at your Regina Refinery you have got the benefit 


of at least 15 cents a barrel’ 


4 YeSe 

5 On the dollar. You say you could still buv it cheaper’ 
A Grude at 31.00, it would lay down cheaper than 51.30. 

@ I am asking under these circumstances how serious really 


is the competition? 


y.) The competition in Saskatchevant? 


LE, 


At Regina? 

A You would have to discuss that with hry. Halverson. I 
just s@y on the 31.30 crude price fer Calgary that there 
is still products being brought over the border from 


Montana. That is the statement I made, sir. 


cia) 


That may or may not be exceptional. It may or may not 
be continuous. You stopped taking any Montena here and 
the B.A., has now apparently stopped. 


A This was not erude, this was products I spoke of. 


109) 


I know that. Is there anybody bringing in products from 
Montena that has a refinery in the #rovince of Alberta‘ 


A do mot kivow, Sir. 


: And so far as Regina is concerned, that area, ere there any 
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James McGrath. 


Monténa products going in there? 

A There are some, yes. 

Q MR. FRAVLEY: Mr. McGrath, we will have 
to have the data underlying Exhibits "268" and "269"? 

A Mr. Gottle already has that information. 

Q No, that is only with respect to the exhibits which you 
filed when you were here before. 

A Y@s, but it has the same basic fectcr. This part here is 
the same. | 

Q So long as it is the same? 

A It is the same basic factor. The only thing tht is changed 
is the price of the crude. 


Phen, Mr. McGrath, would you mind looking at these and 


5 ae 


telling me if ~ well we will have to file these, Mr. 

McGrath. You can look at them and sozt them out much 

better than I cane They are copies made from the originals 
you supplied. I think these are complete sets. I would 

like to file them. tell I will defer putting in the evidence 
of the data supporting the exhihits until this afternoon. 

In the meantime Mir. Nolan may want to cross-examine 

or Mr. Plotkins? 

Mn. NOLAN: I have no guestions. 

THE CHAIRMAN: All wright. Mr. Plotkins? 

Q VE. PLOTKINS: The first question I would 
like to ask you is in connection with your Submission 
earlier in arriving at the competitive vaiue of crude 
at Regina. You used the factor or figures of the freight 
from Cutbank to Regina‘ 

A Yes. | 

Q Did you verify that since then? 


A No, that is the rate we were paying at the time we were 
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James MeGrath. ~7298- 
importing the crude. 

Q Did the Commission accountant verify these figures, Mr. 
Cottle? 
Me. FRA Lay: No. We are getting from Mr. 


Hougha statement as to what these tariffs are. are you 
discussing what we were discussing yesterday? 
Mie PLOTKIN: No, the evidence he gave 
Some weeks agn, when Mr. McGrath submitted some data, 
maps. He was giving to the Commission his basis which 
permitted his Company, the Imperial Oil Company, to arrive 
at the value of crude, the competitive value of Cutbank 
crude at Regina, and we were left with the inference that 
if that crude could be laid down at Regina for such and 
Such a price, due to the prices that obtained in Cutbank 
plus freight or plus other data, whatever it happsns to 
be, that that was the justification for giving the Commis- 
sion that figure, and in using it as a basis for the posted 
field price in Purner Valley‘ 

A That is right. 

f Now at the time I believe that I pointed out that that 
rate was not the true one. It was not in existence. 
It had been cancelled and therefore if that were a 
fact the calculation would be wrong. 

A tell as I remember now, I remember you discussing that 
when I was here before. You rrought that same point up. 
I told you I had discussed the matter with our traffic 
manager. Do you remember that: 


Yes? 


> 


A And he said tmt rate would be the rate to use. He said 


that would be the rate on the movement of crude from 


Gut bank. 
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we are not dealing with what might be? 


> 


That would be the rate. 


£> 


Now you come back weeks afterwards and you give a new 
ealcula tion? 


A Yes. 


£) 


I have not seen it yet. 

Mi. FRAWLEY: bo you want to see that? 

THE CHALRMAN:. Certainly, shww it to him. 

Ma VLOTKINS: The same figure of a freight 

rate from Cutbank to Regina? 

MR. FRS&YLSY: ixactly. 

Q i). PLOTKINS: I suggest to you that figure 
Should not be used because you cannot ship it at that 
price. The railroad has notified you they will not accept 
any more shipments at that price, and you must use, if you 
are going to give the Commission the true competitive 
figure, the present rate from Cutbank to Regina. 

A I discussed that with our traffic manager and he said - 
he realized the situation and he told me that that crude 
would move at that rate. 

G Would move? “hy does he say that? There is no basis? 
There is no evidence to shov that it could?’ 

A I discussed it with him and that is what he told me. 

Q Am I not right in saying that your figure, no matter what 

it is, whether it is 1.19 or #~1.00 as the basis for 

Cutbank crude is wrong if the freight figure is wrong? 

The final figure rather ,1.10 or ,1.00, the final 

competitive figure of Cutbank crude at Regina is absolutely 

in error if the freight rate is wrong? In other words, 

if that freight rate you have used is not in existence 


and you cannot ship it on that basis’ 
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D 


I told you that our traffic manager assured me if we 

moved the Cutbank crude it,would sove at that rate, 

and I am using that statement. 

He way have assured you you could move freight for nothing 
but that does not say that that is the case. 

THs GHATRMAN: The witness says all he 
knows is what the traffic manager told him. He may be 
wrong, but he is going on that information right or 

wrong. It may serve to make the statenent valueless, 

but there is no use pursuing that. That is his statement. 
"Someone told me tha+t.and I have used that basis in my 
calculation." 

MR. FRA. LAY: Like in all other things, 
Mr. Plotkins, Mr. Nolan will get us more definite infor-~ 
mation about it. I would ask Mr. Nolan to tell us ebcut 
this .7056. ‘hat is a simple matter to ask the traffic 
manager why he used that. 

I am sorry, the man who gave me thst information died 
about two weeks ago. Mr. Dickie. ‘e can get it from 

the traffic department in Toronto. 

May | PROG Mose, You can. get it from the yane— 
road. That is where you get it, not your Company. They 
are the ones you ray and they are the ones you must go to 
for the rate. Last night you could have informed yourself 
as to what the existing rate was. 

THS CHAIRMAL: All rights, Mrs, Plotkine. you 
are not here to lecture the witness but to examine him. 
fie PLOT Os Mrs Ghairman, the reason I 
say that is that this particular statement is based on a 


wrong premise. 


MR. FRAULAY: | And I am now seying I am 
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James iicGrath. -7301= 
asking Mir. Nolan to supplement the evidence in that 
respect and demonstrate to us why .7056 was used. 
Mi. PLOTTING $ All right, thanks. 

& Take the Calgary Refinery territcry. You show us here 
@ figure of 4,589 barrels. 
THE CHAIRMAN: \hat are you looking at? 
toa, | PLOTTING: aixhibit "149", Mumber 1. 
i He TY § That is a map. 
Mr. PLOTRIMG : Yese 

@ You arrive at a value of 1.15016, that is the average 


value of the crude? 
A Poet, 28 rient . 
C And one of the fectors that you have used in arriving 
at, thatecigure iS the freight on refined products) to the 


Aros Selling points, is thet corrects 


4 Noe we lnet ie eruae at the refinery. 
f- That is erude at the refinery, yes. 
THS CHALRMAL : &Sny time you want to see an 


exhibit that you are being examined on, you can do So, 
you understend’ 

A Thank youe 

G So that you will not be telking at oross-purposes if there 
is anything: you think the witness does not carry in his mind 
show him the exhibit. 
Mr .PLOTKINS: y OM is a Bede Cams eB al 

Q In arriving at the 4,589 barrels for the Calgery territory 
you have delimited that territory. In other words, you 
have ascertained tha t because of the freight rate situation 
for refined products you were limited to a certain territcry, 


is that correct? 


A Betwcen refineries that is correct, yes. As between Regina 
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and Oalgary there is a definite line thero. 
@ And the limiting factor is the freight rate? The limiting 
Tactor, Deiwoon onc refinery... .'..' 

. Vhen you move the products of the refinery that is right. 
G Now that freight rate is also what determines what we call 
the tank waggon differential. In other words, in the 
Calgary territory to fined out what gasoline sells for in 
Edmonton we take the Calgary price plus the freight rate 


on refined products to Sdmonton. 


y:) well I would not know that. 

he "ell you have accepted from your salgs department certain 
territery? 

A No. 

& THS CHAIRMAN: “hy would you not know that? 


Who would know it? 

4 Mr. Halverson. 

Q Mas) SLOTKING: You have been in the business 
for quite a few years? 


y) Yo Se. 


BD 


And you would know as a general matter of knowledze that 
tank waggon differentials are scot up om the basis of tank 
waggon at the refining centre plus freight. You would 
know that as a matter of general knowledge? 

& Things change so rapidly, Mr. Plotkins, I do not know. 


I do ntlike to answer that question. 


@ You mean you do not feel it is up to you to answer it? 
A well LT de not knowl No, I do not know. 


pd 


Your sales department then has given you on the map, or 
has given you the pnints at which they have stations or 
Sell, and has said to your department "This is the number 


of barrels that we shipped to these points, and +e have 
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5) 


investigated the freight ratés, so we have made calcula tions 
that tell us that is the only points that the Calgary | 
Refinery can successfully compete with the Kcogina Refinery." 
In other words it would be cheaper t> lay down the Calgary 
products in these areas from Calgary than it would be 

from Regina? 

That is not just the procedure. May I straighten you 
Cutwpouetnate, Do you mind if I tell. you? 

1 would like to hev: an explanation. 

You have a territory, say, Saskatchewan or Alberta. 

You have a refinery at each point. The sales department 
say in that Saskatchewan territory, or in that territory 
w8 are expecting to sell, our estimates are so many barrels 
of gasoline and so on and so on. The total barrels. They 
turn that over to the manufacturing department for the 
purpose of getting the crude to make these products. 

The manufacturing department in order to know how much 

to run at each refinery, how much orude to run at each 
refinery, consult the traffic department and they take 

the costs differential and the freight rate and then 

craw an economic line between those two refineries. 

They say Calgary ships up to this point and Regina ships 

up to this point. Knowing the volume of sales in those 
territories then we determine how much crude we have to 

run ateither rcfinery to supply that territory. 

In the first place your sales department has create@ 
divisions which you ¢@all the Calgary territory and the 
Regina territory‘ 

Yes. 

And they have created them on the basis of difference 


between the differentials? 
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Onno,” Il don. think 'so% 


You do" net’ think’ so? 


> SS b& 


Oh gosh, no. Just like each department...... 

Ps How was your sales department..... 
TH: CHAIRMAN: why do they draw a line at 
a given point? why do the sales department say "This is 
the dividing line between the territory Calgary will 
SErve andeoece 

A sach Province has a marketing division. That is what we 

call a marketing division. There is a manager and an 

assistant manager. They have their organization within 


each Province. 


& 


Is it the boundary of the ¥Frovince? 

A “ell I do not know. There is probably some overlapping 
but they consider them as the Alberta Division and the 
Saskatchewan Division and Manitoba Division. But Mr. 


Halverson ean tell uSabout thatd 


si) 


Moe OE LOT Ph Ss Mr. Halverson is the man, 
being at the head of the sales department, that actually 
tells your traffic department what goods he can mowe more 
economically from the Calgary Refinery or from the..... 
Tad CHAIRMAN: | Now let the witness answer. 
There is no one on the floor answering yet. ‘hat is your 
answer’ 

4 I have explained to you just how the territory is divided 
up. The refinery makes the product and the traffic depart- 
ment notifies the stetions, all stations within these 
areas to draw supplies from Calgary on the one side and on 
the other side of the line they drav them from Regina. 


n MR. PLOTKINS: In the first place who decides 


the areas and what decides the areas’ 
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A It is divided.....the traffic department decide it on the 
basis of cost and freight. The difference in the cost 
between the products at the two refineries. You have a 


refinery at Calgary and a refinery at Regine. 


> 


The cost of crude and freight or,the cost of the refined 

products and freight? 

A The cost of the refined products and. freight. 

C That is what I am gotting at. It is the cost of the refined 
products that determines the shipping territory? 

A No, it is the difference in cost between the two refineries, 


Mr. Plotkins. 


q That is correct, it is the difference in cost? 

A Yes. 

In other words, if it costs more to ship a gallon of 
finished gasoline out of the Calgary refinery to a certain 
point than it does to ship a gallon out of . 

Regina,: taking into sonsideration the first cost. 

& hichever lays down the cheapest. 

THE CHAIRMAN: Taking into consideration 
whe t?. 
MR. PLOTKINS: The first cost. The cost 


when ve come to Regina; there is also the extra cat of 
shipping crude, and a gallon of gesoline in Regine may 
or may not cost more to produces? 


A hat is right. 


So that when we start on each refinery we have a cost 


2? 


figure for a gallon of gasoline’ 


4 Yes. 
e ‘Jhat determines where that gallo of gasoline will go 


») 


is the laid down cost in the marketing territory. In 


other words if the Regina refinery has a gallon of gasoline 
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to ship to Vegreville - which is a dividing point, some- 
where in between - the cost of a gallon of gasoline ait Calgary 
"X" cents plus freight, equals 14 sents. If, however, 
the Regina cost is "X" cents plus freight equals 15 cents, 
it will move out of Calgary? 

y) It will move to the economic line, Mr. Plotkins. 

Q In this particular case Vegreville, it would move out of 
Calgary, and into different points MS the same basis which 
Will in turn determine the line, is that right? 

A You take the difference in cost and your freight rates 
and you draw a line between Calgary and Regina refineries 
and that is the shipping point and the traffic department 
notifies points on one side to order supplies from Regina 


and on the other side to ordsr from Calgary. 


£> 


But you do not just take a pencil and draw a line? 
No, it is the difference in cost and freight. 
So that now we have a line thet is drawn zigzag? 


That is right. 


fy sh 2 oie 


To take care of tho different costs, the laid down costs 


of a gallon of gasoline? 


A That is right. 


2) 


And due to the railways running Hast and West there may 

be some points North and South further away from Calgary but 

tha t could be reached easier from Calgary? 

A Yes, the line may bend. 

| Q Now we are getting the basis then for the figure that you 
have of 4,589? 

4 Tra t is absolutely right, yes. It is the number of barrels 
we will take for that territory: 

q Have you any knowledge as to what other factors your sales 


department uses in determining that territory, besides tho 
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straight freight rate? 
A The traffic department? Do you mean the traffic or the 


sales department? 


i) 


The traffic department is given the figures or you say 
then - possibly I am mistaken, you say that your traffic 
department finds out the economic points? 

b The manufacturing demrtment gives them this enst dif- 
ferential. It gives the traffic depertment its cost 
differential and then the traffic department determines 
What is on either side of the line. 

a The differential of what? 


A White products. 


Cp ' 
4 


In other words, you give your traffic department the 

starting point? 

A Yes. 

Q You say "Here is what it costs at Regina or the Calgary 

refineries for that particular product?” 

A Te ae them the difference in cost. 

Q And is all the traffic department does add the freight? 

4 Tr t is ell. 

g Thawt is alt 

A Yes. 

eC Have you full knowledze of that* 

vy “ell they work pretty close with us on that because 
they come to us and say to us “Here boys, ere te how 

much products you have to make in that particular area," 

So we work pretty close. 

MR. COMMICGSIONSR LIPS&TT: May I ask you what is that 

figure on that exhibit 4, 5897 

MR. PLOTKINS: 4,589 barrels daily from 


Calgary. 
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Q MR. COMMISSIONSR LIPSSTT: I just wanted to ask ir. 


McGrath on that. You gave us a figure, yesterday, Mr. 
McGrath, of 3,466 and 534, that is about 4000 barrels? 

A That was based on January 5th, 1938. This on those maps 
I gave you in Pebruary was projected into me 1939 
Situation, you remember that? That is what Mr. Plotkins 
is asking about now. 
Ma. COMMISCICNSH LIPSST?: That is on the 1959 estimate? 
Your other figure was 1938 uctual? 

A No, 1937 estimate or 1938 estimate. 

Gi The 534 and the 3466, were those actual figures? 


A That was an estimate at the time those figures were made up. 


(At this stage the Hearing was aqjourned until 2 P.M.) 
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2:00 p. m. Session. 


(EXAMINATION OF MR. MeGRATH CONTINUED BY IR. PLOTKINS: ) 


Q 


EO 


Oo -, OD 


ess 


Mr. MeGrath, in order to make this exemination a little 
more intelligent, I thought it might be well to go over 
the basic problems of the refiner first; now, what 

are the problems and the things that you as a refiner 
in purchasing crude oil for this particular territory 
and what is the basis you mst put yourself on? 

I do not understand you, Mr. Plotkins. 

Is your problem to put yourself in the position of 
buying crude of a quality and price-~that would meet 
competition of other refineries buying crude in this, 
for the marketing of petroleum products, in this 
particular territory? 

Well, the refiner's position, first of all, is, of. course, 
merely a tool to convert crude oil-inte products. 

That is in an integrated company? 

Yes. 

But as a refiner, what is your problem? 

To convert crude into products. 

Into products? 

Yes. 

“hat are you going to do with those products? 

The marketing department will sell those products. 

I know, but you as a refiner, will nave to sell them 
to the marke ting department? | 

No, we do not have a billing for them. | 

That is bie case in the Imperial Oil, because you happen 
to be integrated? 

That is right. 
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Q 


But in the case of any other mar or any other company 
thet is not an integrated unit, I would like you to 
place yourself, for the purposes of Clarifying the 
problems to the Gommission, in the position of an 
independent, you have a refinery, oe go out to buy 
erude to manufacture and sell it in the available 
markets as a refined product, in competition with 
everyone else; now, what would be your problem then, 
you have no producing department und you have no 
marketing department, you have to buy your orude and 
you have to sell your refined products; now, what would 
be the basic conditions whieh you would require from the 
producer before you purchased your crude? 

I do not understand. 

That is probably hard in your present position te 
visualize that? 

Yes, I cannot. 

Yell, now, if you cannot visualize that, how ean you 
intelligently answer the question of what crude is 
worth to the refiner and what it is worth te the 
marketing department? 

Yell, as I told you before, we were buying Cutbank crude 


and when Turner Valley eame in it was a replacement and 


it was a matter then of replacement cost of Cutbank 


erude. 

A matter of replucement cost? 

Yes. 

Then what is it you are seeking in comparing the 


value of Turner Vlley crude to displace the Montana 


erude---- 


Well, what---- 
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Q 


eo OS 


Tu your refinery? 

THE CHAIRMAN: You have something concrete 

in mind; perhaps,for the purposes of this question it 
might simplify it if you put to the witness what you 
have in mind, "Is not your purpose so and so?" and 

you have something in mind and that would, perhaps, 
Simplify it for Mr. MeGrath. 

MR. PLOTKINS: When ie derrenaee crude 
becomes available and you felt for various reasons you 
must buy Turner Valley crude and discontinue to use 
Mont@na crude, what. would be your position; in other 
words, you are faced with the situation where Montana 
crude produces gasoline at a certain price of a certain 
quality, wOwld you seek to put the Turner Valley product 
on the same basis? 

That is the gasoline from Turner Valley? 

The gasoline and the kerosene and tue distillates, the 
various products we must have to supply the market? 

Yes, I would say the crudes have, would have to have the 
same quality, you would have to ullow for the same 
quality product from those crudes. 

Well, you have the market? 

Yes. 

We will assume, in your present position, your marketing 
department says "We require so many million gallons of 
gasoline"? 

That is right. 

So much of distillate ? 

That is right. 

So much Diesel oil? 
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A= Yes. 

Q So much road oil? 

a Yes. 

Q You are faced with that market? 

A Yes. 

Q And Be have beén supplying that market to your 
refinery, with Cutbank crude? 

A Yes. 

a} And you are able to determine your costs, or are you? 

a The costs of running the plant, yes. 

Q No, the costs of producing your product? 

THE CHAIRMAN: From the crude. 

Q MR. PLOTEINS: From the crude? 

A Yes. 

Q You are? 

A sure. 

Q You know your costs? 

a I don't know them myself. 

Q You don't know them? 

A No. 

Q In other words you, as a refiner, is not interested 
in the matter of what a gallon of gasoline costs directly, 
I mean as a refining department official, apparently 
in your present set-up the cost is not of any consequence 
to you, the cost of producing a gallon of gasoline, apart 
from the cost of refining? 

A Well, it is when you consider these territories, dividing 
these territories up, you must have some scale to go by, 
what the refining costs are at these refineries, yes. 

Q Then why are you not in a position, if you “ust have sme 


basis, to tell us what is the cost of vroducing the 
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products which you require for your market, from 
Cutbank, as compared to the ccst of producing them 
from Turner Valley, if you are in the position, or 
if you are in -possession of the actual cost? 

A Yes, well, is that not the same thing as I have given 
there, Mr. Pibtkins, I have related a barrel of Turner 
Valley and a4 barrel of Cutbank, the products, make the 
same products except fuel oils; now, is that not your 


relative cost? 


Q You have given the relative costs of the products, as a 
whole? 
A Yes. 


But you have not assigned the true costs of producing 
the refined products; in other words, you have just 
compared them in quantity and in quality, but not in 
the matter of making them stand on their own feet as 
gasoline, kerosene or whatever it is, at the actual 
cost figure based on the cost of crude plus the cost of 
refining? 

A No, these charts I have given you give you the same 
amount of gasoline, the same amount of kerosene and 
tractor distilletes and whatever it is from all crudes, 
and you have the comparison between them of so many 
barrels. 

ws, Yes, but in these calculations, Mr. McGrath, you have 
assumed a lot? | 

A In what way? 

Q Well, you have assumed the casing-head, you have assumed. 


the freight, you have assumed the price in Cutbank, 
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A 


whereas in your refinery operationg at the end of 


last year or at the end of the year before, when you 


were using Cutbank erude, there was no assumption, 

you had actual dosts? 

Yes, but you have to bring it to the same market, you 
have to serve the same market; in other words, things 
have changed, since you were running Cutbank crude, 
the demand has increased or decreased, and you bring 
erude to the same basis, serving the same markets, 
you cannot just take your conditions when you were 
running Cutbank crude and compare them with the con- 
ditions when you are rurning Turner Valley crude, 
conditions are entirely different. 

What is the difference? 

The demand, for instance, Mr. Plotkins, there may have 
been a lot of kerosene used then or tractor distillate 
and not quite so much now. 

True, but you are in possession, 1! am assuming, that 
you are in possession of the past cost, probably I 

had better put it the other way, you as the refinery 
department at the presant time, are you in possession 
of the cost or is that taken care of by some other 
department, to bring all these figures together? 

No, we have a copy of the cost statements from our 
refinery. 

The cost of the refining or the cost of the products? 
The cost of refining. 

There is the key to it, you have only the cost of 
refining, and you are not in a position to gauge the 


total cost; in other words, you are not furnished with a 
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Pigure to enable you to calculate the eost of the 
product, all you dan do is to take and find out what 
it costs to refine, is that correct? 

Well, I don't just follow you there. 

The function of your department is to refine? 

that ls’ right. 

And in the scheme of things under your system, the 
Standard Oil system, you refine and you are responsible 
to refine it at as low a cost, taking efficiency and 
everything else into consideration, as you can? 

Yes. 

And you do not concern yourself with marketing costs? 
No. 

Or with production costs? 

No. 

Or with orude costs, except on the basis of the posted 
field price plus freight? 

That is right. 

Now, then, why are you not then in possession of the 
cost based on posted field prices plus freight or laid 
down at the refinery nlus the cost of refining, and 
use that as a basis? , 

Yell, now, wait a minute, I did not say we are not in 
possession of the posted price and laid down cost and 
the refining cost, I didn't say that, Mr. Plotkins. 
You didn't say that? 

No, I didn't say that. I told you that the refining 
eosts came into our office from these refineries. 

The refining costs? 


Yes, that is right. 
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Q But do you tabulate, your refining department? 
Yes. | 
Do you tabulate the total costs of the products, 
the costs of producing the crude, putting it in the 
refinery, refining it and turning it out? 
A We do that for the purpose of dividing this territory, 
as I told you. 
Lo you do it? 


Er didn't do it personally. 


a 


Your refining department? 

A Yes, we have that. 

Q Thon you have the costs, you have the costs of producing 
gasoline? 

A We have a cost that serves our purpose for the division 
of this territory. 

Q THE CHAITRMaAN: I didn't understand the witness 

to say that there is any analysis of the posted field price, 

what is behind that or how it is arrived at? 

No. 

He just accepts that? 

Yes. 


MR. PLOTK NS: You accent that, and having 


Oe aS 


accepted the nosted field price and added the freight 
and the cost of refining, you have the cost of deliver- 
ing the product? 

A Yes, producing all the products, that is right. 

Q Now, is that----- 
THE CHAIRMAN: Which is an essential cost, 
if the posted field price is an essential one. 
MR. FLOTKINS: Yes. 

Q MR. PIOTKINS ; “ell, all your costs, Mr. 


McGrath, no matter what territory they come from, 
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are all based on posted field prices? 

The const of crude, iir. Plotkins? 

The cost of crude? 

Yes. 

Yes, there is no departure as a matter of principle? 

No, I do not believe there is. 

In the operution of your company from posted field prices? 
No. 

In other words you disregard in a practical way all the 
variations due to maladjustuents that would cause temporary 
distress prices or competition that would cause a field 
temporarily to have several prices; you recognize the wa jor 
companies' posted field prices? 

Oh no, no, I would not say that, when we buy erude we buy 
it for wheat we can get it for, ir. PlotKins. 

But in your caloulations in arriving at costs and basing 
your market, you buy as cheap as you possibly can in the 
market? 

Thet is right. 

But only to help level up the situation, your aim is to 
buy at the posted field price if possible? 

No, we buy it at what we can purchase it at. 

Do you do the buying? 

No, I don't do the buying. 

So possibly you are not in a position to tell us that? 

S80 far as I know I know what happens. 

So far as you know they buy at the lowest possible price 
and they disregard the posted field price, to bring it 


here? 
If they go out to buy crude I imagine they would, but the 
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10 
crude oil man Can answer that question better than I can. 

Q THE CHAIRMAN: who is he? 
iire Simpson. 

Q MR. PLOTKING: Mr. Simpson and would not 
buying bel ow the posted field price break up the market 
which you had oreated by posting a price er by some of 
your affiliated companies' posted prices? 

di Well you are going a little beyond me, Nr. Plotkins. 

Q Then yeur problem as adviser to your chief, when you sone 


to deal with Turner Valley orude te displace lMiontana crude 
was to put it on a comparative basis, was it not! 

A That is right. 

Q MRe FRAWLEY: I wonder if I might help, you 
do not mean at the Calgary refinery you ever paid anything 
more or less than the posted field price? 

A No, no, I do nct think so, we pay tho pogted field price. 

Q Then are you only answering Mire Plotkins with respect to 
what might happen in foreign fields? 

ds If there is no posted price, if you had no posted field 
price we would buy at whatever we could buy it at. 

Q Mr. Plotkins.may be exploring the general 
Bituation but here yeu post the price? 


A Yese 


Q And that is the priee which is shown in your coats? 
Yese 
Q MRs PLOTKINS: jnd to clarify that, where: 


there are no posted field prices your company, for the pur 
poses of buying, would post the prices? 

A Well I do not know Mr. Pjotkins. 

Q Is thet not natural to assume that? 


THE CHATRAN: He says he doesn't know. 
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MR» PLOZKINS: Now coming back to tho Turner 
Valley you say that naturally you woula put it on a compet- 
itive basis, both as to value and quality; now ve will as- 
sume your figures, your calculations would have run a a8 
for Turner Valley crude instead of %1.30? 

Yes. 

Would you still have followed your calculations, or would 
you have referred that to your general manager or whoever 

it is that has the final say, so that he could weigh that . 
ag2insat the market, in other words if the price, the cal- 
culated prioe, were such that it would give, would open the 
market to outside competition, for instance if your price in 
Turner Valley was quoted to the point where the wontana pro- 
ducers could have still coiie in and captured some of that 
market, would you still post a price of $1.60 for Turner 
Valley orude? 

No} if we could buy Montana at less than that price. 

All right, so that there are other considerations in posting, 
th arriving at the posted field price, than just adding up 
the cost or the total field price of Montana crude plus 
froight, plus other charges, and equalizing them en the 
basis of gasoline or white products? 

Those are the factors in that statement there that I gave you, 
those are the factors. 

Those are the refining faestors that you have given us, casing- 


head and something else, but are there not marketing factors? 


No, as a refinery we are interested in buying orude oil at, 


On a competitive basis. If we could get .zontana cheaper we 


will go out and buy wontana and if we can buy Turner Valley 
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we will buy Turner Valley, or Illinois or whatever it is, 

If it is cheaper, but in this case you are not trying to 

get it cheaper according to what your statenamt shows, you 
are trying to put it on a comparable basis? 

Yese 

Now I am asking you if the figures had come out in auch a 

way that they would have opened up the market to Montana re- 
fineries or other refineries, that is if serious competition 
had developed as a result of your price, calculated mat hen-~ 
atically, would it be fair to say that your superior officers 
in the other departments would have come together into a con- 
ference and weighed all the angles, the competitive angles, 
and finally arrived at a weighted factor, a weighted figure 
that would provide for all these other competitive factors 
and reduced the price or raised it, to take care of the sit- 
uation? 

Ab E told you before. iir. Plotkins, we are interested in buy- 
ing crude at the best possible price at the refinery and this 
is a refinery problem and not a marketing problem. 

THE CHA IRWAN: ifhat the examiner is putting to 
you, Mr. McGrath, is, granting tmt, may there be circun-~ 
stances in which those considerations would be over-ridden 

by other considerations where you might pay more for crude 
than you are buying it at? 
Well not to my knowledge. 
MAJOR LIPSETT: Just applying that, ir. icGrath, 
for the noment to the Hegina refinery, you can put in Cutbank 
crude at a dollar, which is equivalent to ¢1.15 or $1.16 for 


Turner Valley crude and you are still paying @1.30 for Turrer 


Valley crude? 
That is right. 
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Q How does that line up with your statement that you want to 
buy your crude at the cheapest price? 

a As I told you, we posted the average price, we averaged the 


price and got the average for the whole territory, we had 
a weighted average price. 

Q Z understand that out that means, if it means anything, it 
means you are paying less for Calgary than the traifie will 
bear, you are buying, according to these caloulations, you 
are buying for Regina, montana crude at 15 cents approx- 
imately a barrel less than you are paying, than the company 
is paying, now does that Se eere with your statement that 
rhey are buying it in the cheapest market, why don't you 
supply the Regina refinery, in other words, on that basis, 
exclusively with Hontana crude? 

A Well we were interested in the development of the Turner 
Valley field and we struck that average price and we tried 
our best to run Turner Valley crude wherever possible. 

Q What Mr. Plotkins vas putting te you, were there other con- 
siderations than buy’ng at the cheapest price that had en- 
tered into it and your suggestion now is that the development 
of Turner Valley was one of the considerations? 

MR. PLOTINS: That is one of the considera- 
tions, and I suggested to you---- 

Q THE CHALHEAN: Let the witness answer, do 
you not say that that is the cheapest price if you visualize 


the area as a whole to which it is marketed, that weighted 
average price? 


Yes. 
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Q THE CHAIRMAN: If you figured both Regina 


ee eS 


Q 
A 


and Calgary and everything and you say "Here is an 
area thet takes in Manitoba, right through to the 
Turner Valloy,"then you say for that area "Phis is 

the cheapest price but just as a matter of convenience 
we divide it up for your calculation. And that is the 
cheapest price for the whole area. That is really your 
answer to that, is it not? 

The average price for the whole area. 

Disassociated from any particular place in the area? 
168%, 01r. 
MR. PLOTKINS: 1.30 is the weighted average 
price? 


Yes. 


And in actual practice then it disregards the differences 


that exist between tho different territories. In other 
words, it disregards factors that you should lay down 
erude in Regina at $1.15 and other points at different 
prices. For practical purposes, you invoice every 
refinery at the field price? 

At the field price, that is right. 

Now, if you are able to decide how muny barrels you 
are going to assign at a certain price to a certain 
territory and you have conditions changed, or you do 
change the conditions yourselves, your marketing, 

you are then able to - what is the word - load one 
section as against another, are you not? 

What do you mean load? 

What I mean by thet----- 

We are billing crude out of the Turner Valley at. 61.20 
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to each refinery. What do you mean by "load"? 

Well, I will explain, it is a term I thought you 
understood. If you had provided in your calculation 
for so many for the Manitoba area and they did not go 
in there, it certainly reduces your average cost por 
barrel for the balance of the territory you supply, 
does it not? 

Reduces the average cost per barrel? 

Yes. Because you have taken the excuse that because 
you had to put so many barrels in that Manitoba area 
and to move into the area you had to h:ve a price of 
$1.02, ifsyouw did not ship-into that area; in other 
words, if you did not ship to Regina 2nd Regina did not 
refine and ship into that area, you have available so 
many barrels at $1.02, which will bring up your 

$1.15 or $1.57? 

You have so many barrels available at .31.30. 

$1.30 is posted because you have provided or guaranteed 
yourselves so many barrels at so much money for the 
Manitoba area? 

It is in that average price. 

Yes, it is in that average price. Now, your marketing 
department is able to take that many dollars you 
have saved, if you do mt ship into that area,and play 
with it, displace, in other words, or reduce their 
costs in any given territory? 

Mr. Plotkins, I never heard of such a transaction. 

I know you did not hear about it. But I am asking 
you as a matter of plain common sense if that is nos 


a fact? 


When we say we ship into the Manitoba area we ship into 
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the Manitoba area. 

Q Am I wrong in understanding that in your ealeulations 
of January 5th, 1938, you provided in your weighted 
average price of crude, you provided so many barrels 
for the Manitoba area? 

A That is right. 

Am I wrong in understanding you are not shipping that 


erude in that area? 


A Yes, that is right. Illinois crude is going in there 
now. 
Q So you have asked the producers in Turner Valley to 


sell you so many barrels at $1.02? 

A No, we have asked them for $1.30. 
$1.30 is the weighted average orice, which is made up 
of these three territories at a price that will permit 
that crude to reach that merket. So that if you 
eliminated any one of them factors your weighted average 
would cnange? 

ra Mathematically. 

Not only mathematically, but in fact? 

A No, the price is $1.30 and remains (1.50 in the field 
‘until you change that. 

Q TH; CHATRMAN : Yell, the examiner suggests 
that you would never have reached the $1.30 except for 
the inclusion in your calculation of the rate of $1.30, 
$1.02? 

A That is right, yes. 

But assume you were working it out mathematically, 
the only excuse, if I may use that word without offence, 
for taking the $1.30 is, that the $1.02 has been taker. 
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That is right. 

Well, he says "Now, that is on the theory of so 

many barrels going into Manitoba." 

That is right. 

As estimated in Exhibit Migs". 1 think teh Wes Meeienes 
"Supposing none of that goes into Manitoba, then 

at the $1.30 price there should be a wholly different 
picture from the standpoint of the refineries", Yould 
not that be correct? 

Yes, I think then Regina is the place, like I suggested 
this morning, Regina should be the place instead of the 
weighted average. | 

MR. PLOTKINGS: So far as Regina is concerned, 
the price is higher than it would be if you gave effect 
to the changed situation. The price to the Regina 
refinery? 

It ts still. 91.30, 

Yes? It is still $1.30? 

Yes, that is right. 

You have another refinery in Regina, an independent 
refinery? 

We have? 

I mean there is another refinery? 

All right. 

Is it not a fact then you have placed that refinery 

at a disadvantage by making it pay $1.20 for that crude 
if,in fact the price should be lower because of the 
conditions? 

I do not think it is any disadvantage. They pay the 


same as we do. 
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They pay the same as you do but the refined product 
markets, and the dbiite titive Situation, according to 
your statements and Exhibits, demands $1.15 price. 

But you have created conditions where that independent 
refinery in Regina must pay $1.30 to vou? 

And we pay $1.30 Regina. 

Your answer is you pay $1.30? 

Mee bse rich. | 

Let us examine that? 

ALL right. 

The Regina refinery on paper pays $1.30? 

The Regina refinery on the books pays $1.30. 

A book cost of $1.30? 

Yes. 

But the company as a whole, on the basis of your 
calculations, and an the basis of the weighted average, 
you have some money left in the funds if you took 
the crude oil that you marketed in estern Canada to 
take care of your calculations, if you were to displace 
or not to ship any into Manitoba then your average cost 
per barrel, having in mind, you understand you have 
told us that $1.67 is what you should pay for Calgary 
and $1.15 is what you should pay for Regina - it would 
leave you some money in your hands? 

Yes, but that is on the assumption we did not ship to 
the Manitoba area. 

Yes, that is on that assumption? 

No, but we did ship to Manitoba area. 

Your; did7 
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T understood that you had now displaced that? 

That is right, with Illinois crude. 

All right. ‘hen you displaced that it was due to 
competitive condi tions? 

That is right. 

Now, you are familiar with the competitive conditions, 
are you? 

Well, on that Illinois----- 

In the Manitoba area? 

Yes, Illinois crude laid down in Sarnia is cheaper and, 
therefore, it displaced the Turner Valley crude. 

MR. COMMISSIONER LIPSET?P: Cheaper than what? Cheaper 
than Turner Valley at $1.30? 

Cheaper than Mid-Continent and in turn the value of the 
Turner Valley field was based on Mid-Continent. 

Is it cheaper than Turner Valley on the basis of $1.30 
Onig.027 

As I explained, the dividing line between the two 
refineries is based on Illinois crude at Sarnia and 
$1.30 crude at Regina. Then the territory is divided 
on that basis. 

Although in your calculations you took it at $1.02 for 
there? 

No. Since Turner Valley was becked out of the Manitoba 
area that is the way the teritory was divided. Formerly 
we had been supplying the Manitoba area from Regina. 

Et eL 20, erude? 

average 31.30 crude,yes. 

As I understand the point Mr. Plotkins is putting to 
you, it is this, take Regina and take Calgary, you 


could on your own figures pay $1.52 for crude in Calgary 
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and compete in both the Calgary area and the Coutts 
area at $1.52. You get that figure reduced to enable 
you to compete at Regina and you still charge $1.30 
for Regina instead of $1.15? 

A That is right. 

Now, Mr. Plotkins is utting it to you that doing that 
you are getting an advantage 4s against your competitor 
there and the advantage, as I understood, would be that 
he suggested to you that you were receiving 22 cents, 
the difference between $1.30 and $1.52 in your Calgary 
area, a difference whieh enabled you to cut the price 

at Regina and still make money as an integrated company. 
MR. ©LOTLING: That.is cornect, Sir. 

A Well, you pay $1.30 for the crude at both Calgary and 
Regina. That is the average price. Now, the selling 
price structure, I depend on Mr. Halverson to answer 
that. The profits for the company will show whether 
we have been just or not. 

MR. COMMISSICNER LIPSETT: It is just on the crude 
basis really at the moment that it is being considered. 

Q MR. PLOTKINS: Je are considering it on the 
basis of your calculation. If the factors of your 
calculations are not right then you are either going 
to pay too mech for your crude or not enough. “hat 
I am suggesting to you is this, that by that system of 
the weighted average you are able to bonus one territory 
as against another ané@ continuously play the independent 
refiner and marketer. In other words, even the 
Competitive situation in no matter what direction it 


happens to go? 
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A I can tell you this, Mr. Plotkins, what we pay for 
the crude at the refinery. As far as competitive 
conditions in the field, you will have to ask Mr. 
Halverson. 

Q Then the fact is “hat you used in your weighted averages 
contained considorations other than just marketing 
territory? 

A The factors used in arriving at these prices are on 
these statements. Ajl the factors. They are the 
factors. | 

Q I will put it in anohter way. if, instead of salculating 
the weighted averages you set a4 price in Turner Valley 
for Turner Valley crude, a posted field price, plus 
freight, and you let competition take eare of itself, 
every refiner and marketer in “Ylestern Canada would be 
on an equal basis from a competitive standpoint, would 
it not? 

A “hat is that, what is vour starting point again? 

Q You have a Manitoba market. You have a Saskatchewan 
market. You haVe an alberta market? 

A That is risht. 

Q You have an oil field? 

A Yes. | 

Q A buyer in Winnipeg, a refiner, knows what he can 
afford to pay for crude, that is correct? 

A That is right. 


Whether it is a major company or whether it is an 
independent. He then comes into the market, into 
Turner Valley, and bids, either by posting a price or 
by offering so much money per barrel for crude for 


his refinery, and that finds its level. The Saskatchewan 
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refiner does the same thing. He is able to pay more 
if market conditions permit. That is eorredt. Or 

he might not be able to pay any more if marketing 
conditions do not permit. Now, the Alberta refiner 
is in the same position. They each go to the Turner 
Valley field and they bid for the erude. Now, woulda 
you say under them conditions that each refiner will 
bid a different price? 

A I do not know. I say this, that we pay $1.30 for orude 
both for Calgary and Regina. The average price is 
$1.30. 

Q Why do you pay $1.30, because you have tried to estimate 
the value of the crude for cach territory? 

A That is right. 

And you estimated it on youP own basis, that is, you 
have baker the competitive factors? 

A Yes. 

I suggest to you there are other considerations. 

You have named one of them and that is maybe the 
development of Turner Valley. Now, that is probably a 
consideration. But there are equally other con- 
siderations equally as good. Thet is the competitive 
factors in each territory are probably more compelling 
because, after all, you do not have to play the role 
of philanthropist, but you certainly are bound to meet 
competition. So that in taking care of the partigulars 
Lnyyour meagited average you have been faced, either 
Sou ae or your other departments guiding you, wi th 
competitive considerations in each marketing territory. 
MR. FRALEY: You mean refined or crude? 


MR. ~LOTKINS;: Refined and crude both. 
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Q You do not visualize that? 

A No. The basis of these calculations, the replacemnnt 
cost for these areas is ine cverans of them, and that 
is the price we posted, Mr. Plotkins. 

Q “We will take a concrete case. anglo-Canadian has a 
refinery at Brandon, you know that? 

A No, I do not know that. 


Then you are in charge----~- 


es 


MR. FRAWLEY: Mr. Plo tkKins, if you wanie te 
pursue it usefully, let him assume there is an Anglo- 
Canadian refinery at Brandon. 

Q MR. PLOTKINS: I cannot understand, Mr. McGrath, 
how you are commissioned by your company with the duties 
of advising your superior officers what the value of 
crude is in “estern Canada if you ure not able to 
assimilate or have available to you the situation in 
each respective district. JI mean it is inconceivable 
to me. 

A I tell you, in these calculations there were four areas 
involved. ‘Ve were paying so much for Cutbunk crude and 
so on and so on and replaced that with Turner Valley 
and aver.ged the whole thing up. Now, that is the 
basis. 

Q THE CHAIRMAN: Regardless of how many 
independent refineries there might be either here or 
there? 


A Ye were looking at our own picture, Mr. Chairman. 


2 


MR. COMMISSICNER LIPSETT: Why didn't you, before stopping 
using Turner Vulley crude, that is these 1770 barrels, 
why didn't you give credit for that area at the price 


at which your culculation was made, namely, $1.02? 


io ee “ead fe 
eh: Ae bie 


wag tN 
eh $a oak: 
= are 


Softee oi Bas sues ott ain e 


an, 


aes! eae, isi. Apa hag wi oad ‘aio aA Pages: 


yr x3, 
ree 
abs yore hE oye eee eet BOY, ag beaael th & on wa 
, a My a ; 
ait } 


eget ELH") olay inde ancitotcnts a ae 

Rie biel a se Cera ae ‘thee ae wil ed Lang hg a 
ae ; es 

flav vedeny A tie foul ‘Bos cee ‘ee ae ig fae 296 


he NS oe 
ae at geet |; Tall ae > patie abate ont ons a 


est wos to \idaabegan 
pag dual Haat ai a Fine peat aitrag ried Ribs 


erin: Wats ay oak ; Ma 
a fee ae ie 
ws re y Ms ' a - Ny 4.) ay 27 Rey, Ys . 7 


- 


ie acid +h anateie: ‘aes xo 
“gaat aa : gow # sats ear Penal te i 
Coo we Sees an quat’ j sharp wees woeets | 
bake wi Hp ‘pete. dade “eet er otty eat 
Pao. He vehi: <he pelt Roti teotip, : | 


YS tis « 


T-3 
i 


J. 


& 


>) 


-7332- 

MeGrath. 
Why didn't we----- 
Before you excluded those 1770 barrels of Turner Valley 
crude for the Manitoba area. “hy didn't you put it in 
to your accounts at the orice which you used in making 
Lp) pol LS) 31 SO? 
NGbDywe cid HOt Ao yGhat. Ve put it’ in at ol. 30. 
There is no explanation that you care to suggest as to 
that? 
No. 
MR. ©PLOTKINS: Mr. McCrath,are you in a 
position to know what went into each refinery at the end 
of last year? 
How many barrels? 
Yes? 
Yes. 
You know the premise th:.t you used for calculating 
values to each one of them refineries? 
On that statement, yes.. 
You know you averaged so many barrels at so much for 
this refinery and for this civen territory and s). forth? 
Yes. 
Now, if you were to keep on one side of the book what 
you @aleulated you should pay for that number of barrels 
and on the other side what you actually did do, in 
view of the fact that you have this Manitoba market, 
which has changed, and that is only one factor, would 
not you have a credit on this side of the books in 
your favour? | 
I cannot say that. 
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You cannot say that. You are not an accountant? 
No, I am not an accountant. 
We will ee etine you have calculated 100 barrels for 
Calgary? 
Yes. 
at $1.65? 
Teas Va Tle v. 
3165.007 
Yes. 
And 100 barrels for Regina at $1.15? 
Yes. 
$115.00. 
THE CHATRMAN: 81.62 was the fisure, 
wasn't it, for Calgary? 
MR. PROTKINS : T-am sorry. Well} e1l622007 
And 25 for the Manitoba at, what is it? 
SL. Oes 
$1.02? 
Yes. 
The 225 barrels would cost you $379.00? 
Yes. 
Now, we will assume instead of that that you have 


used 100 barrels - well, we will figure out first the 


average cost. That would be the average price? 


(at this stage there was a short adjournment. } 
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I am back to the same question, essuming thet 100 barrels 
is going to the Culgaury refinery at (1.62, < 162.00; 100 
barrels going to the Regina refinery for the Saskatchewan 
market at ¢1.15, (£115.00; assuming 25 barrels sheet 
Regina for the siunitoba merket at §-1.02, ¢25.50, which is 

a total of 4206.50, dividing into the total requireents, 
seo barrels, gives a weighted average price of ¢1.34 per 
barrel? 

Now those are theoretical quantities. 

They are theoretical but they are in some proportion? 

But they are theoretical quantities. 

Yes, we will take now and chenge,remove the 25 barrels from 
the Mianitoba market and we will send, I have it worked out 
On two basis, so it will be a fair question, send 125 bar~ 
rels to the Calgary refinery at ¢1.62, send 100 barrels to 
the Kegina refinery at (1.15, and that works oub for the 
Bame 225 barrels a total of ¢317.50, at 41.41.1 per barrel, 
that you can afford to pay to get the same cost at euch 
plant, now we will make it a little more fairer to the ke- 
gina refinery end we will allow 112 only to go to Calgary at 
§1.62, amounting to $181.44, and the 1lé to go to the kegina 
refinery at 41.15 and that amounts to g129.95, a total of 
@311.39, and Cividing that to get the weighted average, we 
get an answer of 41.48; now all this, tr. iueGrath, is only 
to show the principle, the working of a system, now if, will 
you agree to this? 
THE CHL. ThiwAN: Does he subscribe to what you 
have said thus far? 


Well you can make gq calculation at any quantities at all 


and you can come tc any price ut all, you can change it 
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around, it is just theoretical. 

Q MR. PLOTKINS: Yes, but as a matter of 
principle if you take away the volume which you have, the 
actual volume which you have assigned to tho wanitoba nare 
ket at $1.02 and add it to the Saskatchewan anda to the 
Alberta market, and you only pay 41.02, where as a matter of 
fact you have allowed yourselves yl.<2 und yl.15, there is 
going to be some money left? 

A No, there is not, Mr. Plotkins, not when you pay the one 
price for the crude, $1.40 for the crude plus the transpor- 
tation charges to these refiners. 

Q Is not the $1.40 the weighted average? 

é Yes, but that was the price we were paying in the field, 
$1.50 for Culgary and pipeage to Calgary, and adding the 
pipeage and transportation to iegina, $1.60 is the basis. 

Q It is the basis as the result of your calcula tions? 

Yes, these calculations were the means of arriving at the 
best price of 41-30 and we posted $1.00. 

Q But if you gan justify your price of $1.50 to yourself and 

to the producers in Turner Valley by the fact that you want 
to supply the manitcba market, and it was necessary to al- 
low or to make that sale of so wany barrels at %1.0%, is 
that not self-evidence? | 

va Well as I told you this morning, this ¢1.60, I admitted it 

probably was not a sound price but it gave an outlet to 

Turner Valley, that was the method, end I explained the 

method of arriving at the (1.30 and we posted the 41.30 in 

the field and carried on from there. 

Q Mr. MoGrath, why is it not sound, it is based on sound 


factors according to your calculations* 
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Yes, but take areas like thut, you know as well as I do, 
that things keep changing all the time. 

Now you have told us this morning thet you have no control 
over the area, that your traffic department determines the 
facts insofar as costs? | 

Yese 

And they are fixed there, there have been no freight rate 
changes for quite a long time? 

No. 

And those are the factors that according to you delimit the 
different territorics, the freight rate; now there have been 
no changes in that, what other changes, or what would you 


say would make any difference in your present situation? 


The volumes chenge. 

The volumes? 

Yes, the volumes of products change. 

Yes, but volumes as I recall the last statement is in your 
favour, the volumes have gone up and not gone down? 

The volumes have gone up. 


So you are favoured there? 

Yes, so far as volume, but tho volumes may rise and fall in 
these territories? 

Is it not a fact then, iir. ileGrath, that the larger the 
volume in fact the more there is at the Regine and Calgary 
refinery the greater the fund that will be available to you 
because of the primary basis of calculating your weighted ~ 
average price? 

Mr. Plotkins, you cannot get away from the fact we post one 


price in the field of »1.60 and we use that throughout, you 
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Cannot get away from that. Now you are talking Lio a 
fund, I do not know where that fund is that you are talk- 
ing about. 

Q No, you have no control over that fund but it exists some- 
where in the company? 

i Mir. Plotkins, I am surprised. 

Q You are surprised? 

v) L am surprised at you meking a statement like that. 

Q Well now possibly, all EI want to ask you then is that you 
have no control over markets and that you use whatever 
factors are given you as a basis for arriving at field 
prices? 

A The market department furnishes us with the volumes they 
expect to sell in these territories. 

Q 4nd the territories they expect to sell in? 

A And these territories. 

Q So the considerations that are back of these weighted average 
prices are market considerations? 

Fy Are the volumes which they have to sell. 


Q I know but that is the market, is it not? 

vy Yese 

Q So that when you come back to the basic reason for postin 
the field price in Turner Valley, you give effect to sql 


the factors, all the competitive market factors as given to 


: a 
~~ 


you by your aorketing departae nt? 
A What do you mean by competitive marketing factors, I said 
that we were given the volume. 
Q That is one factor? 


f Yes, that is the volume.. 


' 
4 a 
a 
= we 
ee | 
walyad 


tA 


me 


wd 


are : . . 
we : . 
Pao = 
; - - -- 


‘ or Toms 
o ee 
, -+ Mee 
mh 
. oo 
seat = 
‘ - = 
we 
eo 
Z i 
Z ae 
‘ 
~ 
Re ere 
on = Ke 
= “85 eae 
7. = 
” re e 
oF . 
- 2% 
- 2 ae) 
ae 
a oy 
1 
* Stee 
ak 


she 


: : 
0 = ft 
t “ 
a m8. 
ae r 
‘ at 
— 
im 3 oo 
; i 
te Zz 
oe “é 
Pao - : 
. 


a. 3 ~ 
: = 
pal og 
~ 


nk 


oy 


J iucGrath ~7338- 

04 

5 

Q And the territory is another marketing factor, is it not? 

i That is right, the territory and the volume. 

Q There is no dispute there? 

A No. 

Q So that we will have to explore with your marketing depart- 
ment what Gonsiderat ions Or what basis he uses ir aes 
limiting the torritory, if they are other then the freight? 

£ How does he delimit the territory, I told. you this morn- 
ing that the traffic department assigns those stations to 
the various refinerics and tells these stations that they 
are to order their supplies from Calgary or Regina, what 
consideration do you have in mind when you are speaking xf 
that, 

Q Do you know or do you not know how much of your company's 
Calgary refinery's products move by tank curs as against 
what moves by truck? 

A No I do not know that offhand. 

Q Would that be a factor in srriving at the value of crude 
oil in Turner Valley? 

A No, it is the volume, it is the volume. ‘/e are not in- 
terested whether it is tank car or how it is moved, it is 
volume. 

Q You say it is volume but a little while ago you told us 
your sarket department alee told you the territory? 

di They don't tell us the territory, they tell us, for instance, 
in the marketing dividion of Alberta here, which is like a 
department, it is a section of the marketing department and 
they say in that territory "we are going to require so many 
products” or they go over to Saskatchewan and they say in 


that territory "we expect to sell so many products", lianitoba, 
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Ontario, Quebec and so on. 

THE CHATRiwaN: But that area within which that 
particular marketing body functions has been fixed for then 
by the freight department? 

No sir, no sir. 

Who fixes, who makes that zigzag line you told us about? 
The freight departnent. | 
That is what I understood? 

But the freight department do not set the bounds of those 
market ing divisions. 

Who makes the zigzag line that fixes the boundary? 

The freight department. You have slberta and Saskatchewan, 
now the traffic depertaent mney draw that line over into 
Saskatchewan, now he notifies all the stations on the West 
of tmt line to place their orders with Calgary for their 
supplies; on the Kast of that line it is “egina. 

I use the word "freight", it is the traffie department, you 
Get Cte ie it)? 

That is right. 

Now they determine how far one refinery céin go With its 
product and when the other refinery starts in? 

That i8 right, sir. 

So that it is within that area that the Saskatchewan 
selling depaurtsient must function then? 

They have control in that areu, yes, it would move, a part 
of that area would come to Calgary. 

And the sellers in the Galgary area would only come up to 
this line? 

They nay not come to that line, they may only come to the 


border und probably the Saskatchewan people pick up the 


stock there and carry One 
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if 
Q iind send their orfers to the Calgary refinery? 
A THhate2.s) pights) giz. 
THE CHA TRuAN: i see. 
tk MR+e FRAWLEY: You have areas, you have what 


you call the Galeary refinery area? 

Yese 

The Regina refinery area? 

Yes-~ 

And t.e zigzag lines are to divide those two refinery areas? 


That is right. 


i eS SS tis <a 


THE CHA TRwAN: But the selling arcas might be 

something “iifferent again? 

Zi Yes. 
MRo NOLAN: ind that is where the difficulty 
arises 
MRo FRAWLEY: Yes, the selling and marketing 
in the Provinee of ilberta. 

Q MR. NOLAN: That is what the Chairman put 
to you as being the economic limits of the Calgary refinery 
area? 

a Yes, the Calgary refinery area embraces Alberta gnd some of 
Saskatchewan, some of British Columbia. 

Q Tt embrases what the traffic department says it should em- 
brace? 

L\ Yes» 

Q MR. PLOTKINS: Now to save confusion I am 

not talking about the marketing division having jurisdiction 

over certain territory, we are still talking of refining 

Shipments? 


A Thet is right. 
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And it is refining shipments we must e&certain in order 
to set these figures? 

To set the volume, that is right. 

Now I notice, Hr. MeGrath, on this map, 1939, you show a 
certain area in Alberta covered by the kegina refinery? 
That is right. 

WiRe FRAWLSY: Now to make it useful, refer 
to the Exhibit number, it is Exhibit "140". 

WRe PLOTKINS ; Export: wieoy, 

THE CHATRUAN: Now I want to be sure that I 
understand what you are saying, lire Plotkins, te the wit- 


ness, you said "do the refiner y's volumes---~ 


idWR. PLOTKINS: The refinery shipments. 
THE CHAIR AN: The refinery shipments what. 
MR. PLOTIKINS: That we are concerned with as 


against the marketing territory, for instance the Kegina 
refinery i8shipping into the territory of Alberta which 

is under the jurisdiction of the sales department of Alberta. 
THE CHA Duss: Quite 80. | 

MK. PLOTEINS: But it atill uses ahipmerts 
originating in Regina and the territories do not coincide? 
That is right. 

THE. CHAIRWAN; The selling terrttordes and 
the shipping territories do not coincide? 

No, that is right. 

And the shipping territory is determined by tho traffic de- 
partmeant? 

That is right, sir. 


THE CHA TRAN: All rignti« 


MAJOR LIPSET?: The traffic department takes 
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9 
into consideration=+--+ 
i Zt is the cost different ial and the freight. 
Q THE CHATHAN: That is what the traffic de- 


partment will no doubt take into eccount in making their 
line? | 

A Yes, and once they make that line they notify the towns on 
one side to send their orders to Regina and on the other 
Side to Calgary. 
MRe PLOTKINS: Have we a mane 
Mae NOLAN: The Be Ae put one in when hir. 
Woolley was in the box if my memory serves me right. 

Q MR.e PLOTKINS: I show you now Exhibit "165" 


Mr. MoGreth, look at the map, Bxhibit "165"? 


ya) Yes. 

Q Sn the line from Regina through i:oose Jaw and an up te 
Gamrose? 

J\ Yes. 


Q I want to take that line so as to illustrate the principle, 
it would be more econnmical, your Regina can reach further 


inte Alberta on this line than the Calgary refinery? 


a Well I do not know the difference in price. 

Q IL will try to ask you and show you why? 

a Atl Pignt « 

Q fo reach Provost it would have to make a big circle? 

A Yos. 

Q You notice that on the map? 

A Yes. 

Q From Regina the distance may be equal or iess to a given 
point? 

A Yes. 


Q And according to the distance travelled to a given point 
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10 
the territory will be delimited, what Calgary gan ship 
and what Khegina can ship? 

ra According to freight rate. 

Q Yes? | 

gh Yea thet 2s rignt. 

Q The freight rate is detormined by mileage and mileage is 


not calculated across country? 


di No. 
Q It is calculated on the railway line? 
A Yes. 


Q so that this map here, you see on Fxehibit "142" 20 Sree 
most a straight line? 


4 Yese 


Q@ And on Exhibit "149" if is almost a straight line? 


A Yese 
Q Now just the average, I mean that does not represent the 
true? 


J Ch neo, thst may go, that was just to demonstrate it. 
Q Well now in other wcrds you have lumped or brought together 


an. approximate idea of the territory? 


re The picture attempts to portray the territory and that ia 
all. 

Q Now have you done the sate thing in finding out how many 
barrels? 

fi No, no, you take the towns then. 

Q You have taken the actual towns? 


<i That is right. 

Q Now if we assume, well we know freight rates to « given 
point is Cente and the shipments instead of going by 

freight goes by truck and because of the fact that the 


truck can go across country instead of going in a round 
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about way through Camrose, we will *tuke a perticulLan town, 
Provost from Calgury, the distance by railway would be 
almost double what it would be by truck from Calgary to 
Provost, now do you know what the present policy of your 
company is in respeet of paying for freight or for ship- 
nents by truck? | 

No I do not know, that is the marceting ena. 

Well if the costs were reduced and in thid particular case 
i+ would be cut in two and that was, that joneaedne per- 
tains ¢o quite a large percentage of all your shipments, 
would not there be a benefit to the company, after giving 
effect to your weighted average cost or value of crude for 
Calgary and Regina? 

You are assuming that we would truck, that we do trucking? 
That you de trucking? 

Ve move to tank car towns, all these points tht I roferred 
to, that the traffic department takes care of “xethe tank 
car towns; now there is trucking out of those tank car 
towns. 

Now that is just the point I would like to come to, where 
you move in tank cars you do not always reach your market, 
in other words you have to redistribute from your tank car 


stations to your market? 


We deliver from there, we deliver by truck from the tank 
car stations. 

And what types of delivery have you? 

well I do not know, I am not the marketing man. 

I know? 


You will have to ask lire Halverson. 


I am asking you that only to the extent that you feel you 


know and to take into consideration the weighted average 
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value becuuse you tol@ us that your traffig department de-= 


limits the territory and takes into consideration freight 


rates? 


That is right, freight 


rates, we move the stuff from the 


refineries to these tank car points and the traffic depart= 


ment says "here is tank car point 80 ind se","vou order your 


supplies from"Calgary" 
THE CHATIUAN: 

partment does not take 
From there on. 

Yes? 

No, it is just to that 
ke PLOTKINS: 

market, where you take 
Yes, all these figures 
Re FRASLSY: 

Yes, tnat is what they 


Mike PLOTEINS: 


or "“keginag"™. 
Do you suggest the traffic de- 


into consideration the trucking? 


point, it is to the tank car point. 
What you refer to is the retail 
it into the bulk station? 
are based on the bulk station. 
Tank car movements? 
aree 


Theat only represents approx 


imately 70% of your total movement? 


At does, eh. 


30% of which is distributed at country points? 


Yese 


And the country points 


due to the competitive conditions 


which you are probably aware of in the last seven or eight 


years, you no longer make tank car shipments? 


Where «at? 


at the small peints where the movements does not justify 


any shipping in by tank cars, what do you do then? 


I don't know, but I presume they get it from the nearest 


point. 


So that now you distribute through distributing machinery, 
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in other words you ship tank cars to distributing centres? 
ri) We ship tank cars to the tankage points. | 

Q And from there it. is trucked or transported by truck to 
your consuming centres? 

A Yese 

Q As distinct from fransportation to service stations? 

i Z do not know, you will have to ask that---- 

Q You are familiar with the types of delivery? 

bi Zam not familiar with the marketing set-up at all. 

Q Then we are to assume that you ure controlled entirely by 
your traffic department? 

A ¥es. 

Q And your traffic department is guided by your marketing de- 
partment when it comes to giving you the proper territory 
and taking into consideration the proper needs to be con- 
sidered? 


é The traffic department deals with the tank car points, this 


is all based on tank car points. 


Q Tank car points? 
i Yes ry 
Q THE CHA TR li: Well do you know what factors 


are taken into account ty the traffic department? 
a Yes, the freight rate. 
Q Only? 
db Yes. 
Q Anything else? 


and the difference in cost, the difference in the manufacture 


ing cost, yes, that is a factor. 
Q Re PLOTEINS: That is all that is taken into 
consideration? 


ri Yes, that is right, 
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Q So then the marketing department then has to assume the 
difference between your costs of redistribution fron tho 


tank car points? 


al Yes. 
Q And that is apparently a cost of marketing? 
a I presume it is, yes. 


Q The freight factor, iir. iicGrath, in the Calgary territory, 
that you vould give effect to in the weighted average for 
the Calgary territory,would be, would be paramount in de- 
termining the value of crude for the Calgary reginery, 
would it not? 

A The freight. 

Q The freight factor, in other words the marketing territory, 
you would havo to know exactly what that marketing territory 
consisted of so as to get the volume and the relative value 
to you of crude? 

4 No, the crude is at the refinery, the price of the crude is 
at the refinery. Now when you pay a certuin price for crude 
at this refinery or that refinory you move the product to 
the best advantage in costs and freight from there on. 


Q If that is true, why do you have to worry about the South 


territory? 


ell I just demonstrated that this morning to show that the, 


di 


the dttficulty in using the average price as against the 


South territory. 


& No, but you say you are not concerned with the freight factor 


on the finished product? 


& We were in that case, ire Plotkins. I beg your pardon, we 


were in that case, because we closed down the Coutts refinery 


and we were in that case. 
I know but what effect did that have, the closing down of the 
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Coutts refinery, on the Calgary refinery, except to help? 
That is right, it helped out. 

In other words it would reduce the cost of refining at the 
Calgary refinery due to inereased volume? 

That is right. 

5o0 now would that be 4& basis, yes, a basis for penal- 
izing the erude? 

No, we guve the crude credit for that, what we saved in the 
operating costs at Coutts we gave the Calgary refinery 
credit for that, you will notice that in the statement. 
Then why do you take as a factor the marketing territory 
along the border and say we must have so many barrels of 
crude at 92 cents or whatever the figure was? 

That was the replacement value of that crude, yes, of 
Turner Valley. 

The replacement value? 

Yes, the Coutts refinery was operated in that territory and 
they were running Cutbank crude and now to run Turner Valley 
crude at Calgary and put it in that same territory, wo could 
only afford to pay 92 cents at Calgary for it. 

What about an equal distance North, why Gidn't you take the 
penefit of an increase from there, for instance Edmonton is 
only 200 miles? 

There is no oil field in the north or no refinery. 


There is no refinery there or no oil field? 


No. 
So what you did in the Coutts territory, you gave effecat to 


the competitive situation which exists there? 
Je gave consideration to our operation at that time in the 


Goutts area. 


Well yourrefinery was a dead horse, it was closed? 
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No, it was not closed, it was operating. 

You couldn't operate it any more in competition with the 
Zurner Vklley crude, could you? 

Well when Turner Valley crude cume in, we were running Cut- 
bank crude at both Coutts and Calgary and when Turner Valley 
crude came in we shut down Coutts entirely and operated at 
Cal garye 

What you mean is thas you then wanted to reimburse yourselves 
for the loss in crude in closing down the Coutts refinery? 

Zt is not a loss, it is a difference in cost, Mr. Plotkins. 
MAJOR LIPSETT: Hsfore you closed down Coutts, 
Mr. McGrath, the orude oil that was used for that territory 


was invoiced or paid for at 91.30? 


MR. NOLAN: It was Montana crude at tet 
time. 
MAJOR LEPSETT: I know, but what competed with 


that was Turner Valley crude oil at ¢1.40, according tes your 
set-up, was it. 

No, the $1.30 was arrived at taking into consideration that 
Coutts area, Coutts was operating on Montana and Calgary was 
operating on Montana. 

And taking into consideration Regina and the Manitoba areas 
afterwards when that was built up and notwithstanding that 
the price for all these refineries then became $1.30? 


That is right. 
(Go to number 7550 = ) 
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James McGrath. ~7550 ~ 


@ Is the effect of that that even in the Coutts area 
Montana crude was not able to compete against Turner Valley 
crude at »1.30? 

4 YeSe “hen you avera;e the price this kontsna erude could 
to some extent compete in there, yes. 


But you found it advantageous even with crude oil at ,1.30 


gg) 


to close down your Coutts refinery, notwithstanding that 
you could, on the understanding of these theoretical tables, 
theoretically compe te? 

4 It was the Company's policy to use as much Turner Valley 
as possible. whether we were right or wrong that is our 
policy and that is what we followed. 

Q Is there any reason, if that is a matter of policy now, why 
today that should have been reversed in the case of the 
Manitoba markets? 

A I just used that market as an example of the competition. 
If you post 41.60 price it is-still too high to reach 


the Coutts area. 


£D 


But in fact you found it advantageous to close down the 
Coutts refinery even at that? 

A No. se @losed down Coutts when sufficient Turner Valley 
crude became available, and we attempted to supply and 


did supply all the products for that area rather than 


to use Montana crude. 


£D 


St a cost of, according to these figurds, 46 cents a barrel’ 


A An apparent loss, yes. 


rae, 


Apparently much greater than any loss that would be taken 


by putting Turner Valley crude into the Manitoba area, on 


the figures? 
4 Ss I say, I explained to you the basis of the j1.30 price 
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James MeGreth. 7351. 
and we followed out that programme, until Illinois erude 
came into the picture. Right or wrong that is the pro- 
gramme we followed. Today I offered some statements on 
the basis of today's situetion. I do not think we were 
very far out in our calculations or assumptions at that 
time because we figured here 1.00 Cutbank, Turner Valey 
for Regina is worth Pein: Gn ,1.10 it is worth ,1.29. 
Pou. hot think we are’ Very far out. 

Q And figuring out that crude figure was ,1.02 in Turner 
Valley for crude to compete in the Manitoba areat 

4 Ko, not yl-02. I gave you some charts here in February 
which showed you the effect of the Illinois crude. 

C That wes as against 41.30% 

A No, it was as agsinst 80 cents, 90 cents and 31.00 Cutbank. 

Gq I am not talking about Cutbank.e I am talking about Turner 
Valley? 

A Y6S. 

is On the one hand? 

A eye 

. Yes¢ And Illinois erude on the other‘ 

A Yes. ‘(ell Illinois crude would lay down cheaper than ,1.02. 

© But your comparison would have been at ,1-.50 for Turner 
Valley because the Rezina refinery could not get it less. 

A The comparison was, as you remember, there was a comp rison 
of 80 cents, 90 cents and ,1.00 Outbank. Illinois crude 
on the one hand as against Turner Vailey crude at Calgary. 
Those were the statements. 

Q That was Turner Valley erude now, as I understand it now, 
at 21.507 

A That is right. 

fi Not at $1.02 at all? 
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Janes MeGrath. -~7352- 
A No. These charts were made on the basis of replacement 


value of Turner Valley crude the sane as we have given 
before. For instance $1.15 or 41.20 or 41.02, whtever 
those figures were. 


Ye might as well put it to you straight. Is the result 


Bd 


that the Calgary refinery is paying either 22 cents or 
d<¢ cents less for its crude oil than it could afford to 
pay on a competitive basis? 

4 Well let us assume that 41.50 or 31.62. If that was the 
value that was placed in Turner Valley then Cutbank crude 
would come into the picture intc this area. 

° I understood from you that the comparstive figure for Cutbank 
crude was ,»1.627 


A That is right. That is replacing. 


1D) 


That you could pay ,1.62 for the Calgsry refinery for Turner 
Valley oil and compete with all competitors, competitive 
fields? 

A Based on Cutbank crude at #1.00, yes, for tht particular 


area. 

Q As far as the Calgary Refinery is concerned, are the producers 
being paid either 22 cents or 32 cents less than a reasonable 
competitive price? 

4 Not for the whole area. 

% Iam just talking about Calgary? 

A Assuming a price at 31.62 then the volume would be involved. 
“hat would the volume be running at »1.62 in competition 
with other crudes? 

&. I am assuming for the purposes of volume that the Calgsry 


refinery could run its present volume at ,1.62 as ageinst 


any other competitive field’ 
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James McGrath. -73553- 
B wease 
Q I want you to just say whether that is eorrect in your 


Opinion or whether it is not? 


4 For that limited area, yes, that is right. 


2 


And I would like to ask you, perhaps you do not know, but 
We had put in evidence a contract on a humber of wells, 
which was for the life of the well, in Turner Valley, 
either by the Royalite or the Imperial. Those were for 
the posted field price. Wow at the time some of these 
wells were brought in and the contrasts entered into 
obviously it was at this higher. field price. Now 

were these calculations on Ol. 62 (and obelD Bnd eee 
were they discussed with these producers at the time the 
price was reduced to $1.36? 


A Iam not certain about that, Mr. Lipsett. 


a) 


Perhaps you know and perhaps you do not know if they were 
suddenly asked to cut their price from {1.62 to 41.30 to 
meet the competition, there would be some information 
given them as to how that was made up? 


r) I do not know. LT eennot tell you. 1. do. nouThioy. 


xy 


In fact if the inducement was helé out to them that was 
necessary to get to Regina or get to the wanitoba market 
at 21.15 and »1.02, would you not think it would be 
proper that that suggestion should be carried out for 
those competitive markets? 


A “ell as I say I do not know. I do not know anything 


about that. 
Who would be able to explain 


ce) 


Who woule know about that? 
why if such a suggestion or representstion vas made to 
these producers, why it was not carried out? 


A Why what was not carried out? 
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If there was a suggestion smade to them that in order to 
compete in these iiastern markets they would have to det a 
price of (1.02 and 41.15 for the Regina and Manitoba markets 
Yes. 
And that they reduced their prices on thet basis? 

Yes. 

Should not that have been carried out* 

It was carried out. 

For these competitive markets? 

It wes carried out. 

I understood you to tell us it was not, and that you still 
charge the 31.30% 

Oh yes, the crude actually moved into the Manitoba area. 
if that is so is it a correct statement to make, if it was 
made, that it required to cut the price to $1.15 and 41.02 
to get into these markets? 

No, the basis of 11.30 was based on ,l.02 and 41.15 and 
those figures and avereged. ‘e posted 1.30. ‘e moved 
into the Manitoba area on that basis. hether it was wise 
or unwise is something for you gentlemen to decide. 

Was the practical result then, Mr. McGrath, tht having 
got this concession you did not pass it on to the Regina 
and the Manitoba areas, but you took the benefit of the 


Concession for your Calgary refinery. You took 22 cents 


or 432 cents a barrel that these people thought was being 
used to go further Jast and you used it in the Calgary 
refinery? 

No, the erude actually moved, the products moved into 
Manitoba. 

And they were quite able to move at y1-50% 


That was the averase price, the bookkeeping prica was 41.50. 
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That was the average. 

They could have received that 31.30 for those markets and 
still reesive 1.62 or 1.52 for their Calgary and Alberta 
business? | 

No. 

I am just putting to you, Mr. MeGrath, I do not know whether 
SOmMeOhe Ges Will tali us about it, but I would like it 
investigated and for you to give us your views about it? 
What? In setting that average price we agreed to go into 
Manitoba. “e went into Manitoba with the crude. “e paid 
an average of »51.30 at the well for the crude, and that was 
used in billing wherever it went. 

You could not el an there unless you Bot 41008 and. vl.e1L5? 
Yes. ‘“e might have been just a little bit, well using poor 
judgment on that. 

You got the benefit by that poor judgment of either 22 cents 
Or da Cents @ barrel for the Calgary ereat 

No. There vas a reduction in the tank vagzon price to the 
conSumer in Alberta at the time the price was dropped from 
oPeoo to 1.50. is that not right, M:.Frawleyy 

Big SA ideo hs In Alberta only. 

I do not know whether it was Alberta or not. 

I think that reelly cleans it up, if I may say so, There 

was a reduction made in the Calgary tank waggon. 

ME. COMMISSION 2R LIPSETT: Does that mean it never was 
necessary te go down to {1.15 or 1.02 to get this Jastern 
market, if you were able to do it at ,1-350% Tam just 
simply trying te investigate this, Mr. MeGrath. If you 
de not know I de not want to press you? 


That is all I can tell youe ‘*e agreed te move these products 


into those areas, which we did. ‘ve paid an average price of 
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vle30. In our bookkeeping it shows a basis of 1.30. 

Now we moved Hiv Ae oba and whether it be right or 
wrong that has been done. That is all. ‘“e earried out 
our agreement and as I say our purpose for that was the 
development of the field. 

But you think if the price now for Manitoba and Regina 
wes brought down to 1.15 and $1.02 respectively, that 
you would still be beaten by the Illinois? 

Oh yes. 

Can you give us any figures based on 91.15 for all the 
Resina area and ,1.02 for the Manitobe area, can you give 
us the gompetitive figures between that and Illinois on 
that basis’ 

I can tell you from those charts what Illinois would show. 
Theres is Illinois in the Manitoba area 64 cents a barrel. 
inet 1s only ‘on’ 31.50 instead of {1.62 for Calgary? 

Yes, »1.50 for Calgary and Goutts, yes. This is Regina. 
Now thet figure of 64 cents is that for orude refined at 
Regina? 

Yes, for shipping into this Manitobe area, that is how 
being supplied by Illinois crude. 

You think even at $1.02 it could not compete? 

No, because this is cheaper. The dllinois crude you could 
put that in at 64 cents as compared with 1.92. 

Then on the same basis now the entire Regina refinery 
should be supplied with Illinois crude should it? 


No, that is the value of Turner Valley based on $1.00 


Cutba nk. 
Oh, Cutbank? 


Yes, that is the equivalent value of Turner Valley. 


Illinois does not enter into the segina territory at all? 
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Just in this aree. 

Only the Manitobs areat 

Yes. 

Phese are the figures for the Manitoba area compared with 
Illinois? 

Paet is right, sir, 

And Calgary and Rezina compared with Cutbank? 

Y@se 

Thanks. 

All right, sir. 

Mi. PLOTKINS: The reason for the 4Sllinois 
erude displacing Turner Valley orude in the Manitoba area 

is because the Sarnia refinery can lay the products down 

at less cost? 

Trat is right. 

What is the reason then for giving or having some preferential 
basis for the Coutts territory? Can you lay down from some 
other refinery at less cost in the Coutts territory* 

You could probably run Montsna crude at Courts, Mr. Plotkins. 
You could probably run. *€11 you have a refinery there. 
There is nothing to stop you? 

NOe 

So you say it is not profitable to run Cutbank crude? 

I think we could there. I think we could run some Cutbank 
erude at Coutts, aN 

So then the only reason you claim the right to buy enough 
barrels of crude to supply that territory st 92 cents is 
because you feel if you are going to be patriotic and use 
Turner Valley crude and. ex¢lude the dmerican crude, you 


should not be penalized for doing so- Is that your basic 


reason? 
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A As I told you before that is the average price. .l wish 
I could get thet understood, that average price. Wwe 
worked out @ basis on an average price, From then on 
it is the average price. And this 92,cents and these 
other things disappear. We agreed to go into Coutts 
and we went into Coutts. ‘ie agreed to go into Manitoba 
and we went into Manitoba. 

G But as I understand it we are helping the Commissinn tu 
see the problems that enter into the question of finding 


what is a fair andequitable price? 


A Yas. 
G For Turner Valley crude: 
A Yes. Well,Mr. Plotkins, I have handed in some state- 


ments here which are up-to-date statements. 


But these statements give effect to a competitive situation 


a> 


in the Coutts territory? | 

A No, wait a minute. They are based on Regina. These state- 
ments I handed in this morning are all based on Regina as 
the key point. 

@ You mean this, what you are offering now as a basis for 
the Commission..... 

A That is for the guidance of the Gommission based on 491.00 
Cutbank ang ,1.10 Cutbank, using segina as the point. 

q what I am trying to get at now is, if we can show the 
Commission the factors that were taken into consideration 
and the conditions that existed at the time that your 
Company arrived at the posted field price of 41.30, they 
Will have all the elements that,at least that,at that 
time existed and it will forma basis for analyzing this 
method or any other method that the Commission may have 


put in front of it. “hat I am trying to do is to try and 
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picture the different conditions, and I wanted to explore 
the basic reasons for you including so many barrels at 
92 cents for the Goutts territory? 

A Yes. 

Q MR. FRAVLSY: Mir. MeGrath, just so there 
will not be any confusion. This exhibit "268" and Exhibit 
"269", the new exhibits this morning, tmt is an entirely 
new departure from the old basis of fixing the posted 
CLeldiprice? 

A Yes. 

Q There is no average whatever? 

& No, there is no average whatever. 


VR. NOLAT: Whet he said was he was in 
agreement with the accountant to the Commission that there 

should be.a new basis of arriving at this price? 

Yess 


Taking Regina as the focal point. 


- DD & 


Yes. 

q Andvthetwis whatiyou did in "268" and "269"F 

A Yee. 
Mine FRALEY: I only made my interjection 
because the witness ves agreeing with Mr. Plotkins that 
the old basis assisted one in understanding this present 
basis as shown in Exhibits "268" and "269". They do not. 

A No, one was the weighted average of de Vera fields, and 
the other is a definite point, Regina. 

q MR.PLOTKINS: They may not assist the 

Commission to tske this view. But I am not saying and 

I suppose you are not sayirg thet this is the only way 

or the only method we should use in arriving at the posted 


field price for Turner Valley crude are yout 


T=4 


A 

Janes McGrath. ~7360- 

A That is our suggestion, yes. 

Q) You feel that there is no other wey? 


& There may be. Probebly I do not know it all, wr. Plotkins. 
You may have some ideas. 

C Vell we will explore this one for a moment. If the Commis- 
Sion recommends or finds that this is the proper method 
and assuming all the factors have been verified, and are 
found to be correct and that the price should be based on 
Regina, would there not be some districts that would be 
penalized and others advantaged in the matter of the costs 
of refined products? 


4 In what way? 


£>? 


Calgary, for instance, would be paying more than what it 
should? 

4 Oh no. They pay exactly, - if you establish a value 
there and if you establish Regina as the point, tmt is 


the basis for both Calgary and Kegina to anybody. 


#9 


Yes? But it costs less money to lay down a barrel of 

crude in Calgary than it does in Regina’ 

A Lt does. But thet is the price at the well. It is not 
at Regina. These prices I have given you are at the well 
and not at Regina. 

C, But result from working back from Regina? 

A Yes. 

& So that you are giving effect to the Regina price’ 

A The Regina situation, yes, that is right. 

© So that Calgary, or the Alberta consumer, will be penalized 
and the Manitoba consumer will be adventased: 

4 How do you meen, kr. Plotkins’ 

f, If a barrel of crude for - well if you forget about Regina. 


"@ will assume ve cannot touch Regina territory at all. 
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Jares MeGrath. 


Our territory stops at the Alberta borijer? 

A Yes. 

p “ould you not have this result, you vould have to tese 
your calculations on Calgary? 

A You are assuming there is no Illinois or no Cutbank or 
anything else? I do not know whet your question is based 


one You say the dividing line is the border. 


q Assuming whet you say here, you use Cutbank crude at ,1.00 
laid down at Calgary at whatever cost it has to bear? 

A Yes. 

& And you are just equalizing Turner Valley product leia 
down at Calgary? 

A No, we are not suggesting that. ‘« are suggesting it be 
equalized on the basis of Regina. 

a I know, but what I am asking you is would not the situation 
be to the disadvantage of the Alberta consumer if this basis 
of postimg the field price were used? 

A I cannot see that. 

C You cannot see it? | 

b No. Regina and calgary would be on exactly the same well 

price. ell price of erude. The difference would be the 
transportation between the two refineriss. In the ease of 
Calgary it would pay down here at the pipeage rate and in 
the case of Regina it would be the pipea_e rate plus loading 
charges and freight. 

« If you start with a given price in Turner Valley* 

A ves. 

Q But you have arrived at that given price in Turner Valley 


because you have used the freight factor that applies to 


Regina ? 


A Yes. 
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> 


If you changed thet freight factor from Regina to Galgary, 
the posted field price, the starting price from Turner 
Valley will be differnt ? 


4 “ell you ean change any fector and it will change the figure. 


Oo 


“hat Iam asking you now is if - or I may put it another 

way, for the purpose of your Company's business there will 

ye no difference if you hase your jrice, your posted field 

price of crude, Turner Valley crude, on Regina, because 

then you will be able to level out the territories and 

play the whole cf .estern Oanada insofar as cost is concerned, 

is that not a fact? 

A I do not know whet you mean, play-e I do not understend 
such language. I never heard of such a thing. This is 
strictly economics. Crude costs so much at Calgary and so 
much at Regina and so much at Ssrnia, and you divide the 
territories on that basis. 

eC Ve will get that from the marketing branch. 

4 You are tateing about costs. 


Yes, costs. You create the cost yourself by using certein 


2D 


factors. It is not like if you had a well that had cost 
so much to drill and so much to operate and you have a 

barrel of erude and it costs you 50 cents. And you want 
5% interest and you make it 52 cents. In this case you 


go back to your market. You put th tmarket on an equal 


basis for the purpose of buying crude for the whole world. 
4A No, we are taking that at the Regina refinery. That 
applies to one barrel or any number of barrels. The xegina 


refinery competing with Illinois crude on ths one hand 


and crude at Calgary on the othr hand. Volume has got 


nothing to do with that. It is either l barrel or a 


numb er of barrels up till the point it reaches the line 
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James McGrath. 
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drawn against Illinois and the line drawn between 
Calgary and Regina. 

Betexrighny, £ Will put it another Beer Before you decided 
on this method did you not make some calculation ~ as to 
ascertain the average that would move in the different 


territories, and see if it would reconcile with this figure? 


‘How gould I. I made that statement up last night. How 


eouLd T7 

You used exactly the same figures you had on this other.... 
There is no Reenyit ios on that statement. 

That is perfectly true, Mr. McGrath? 

2% is 1) barrel. 

And as a basis you used the figures on these maps? 
Yes. 

Tre t would give you the average moving over the whole 
territory? 

No, not the averages. Thet is the Regina refinery, Mr. 
Plotkins. It is not anaverage. It is the Regina 
refinery. ‘That does not take in Winnipeg or valgary. 
It is the Regina refinery. 

MR. FRAWLSY: Does it take in the refined 
markets at all? 

It is just one barrel of Cutbank crude and one barrel 
of Turner Valley crude. 

Mk. PLOTKINS: Did you communicate with 
Toronto in this regard? 

ve, i did not. 

You did not communicate with anybody? 

No. 


You had no other assistance? 


Just my own two helpers, that is all. 
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Q Mr. Hough here is the statistician to the Company? 
yi Yes. I guess you would call him that. 
A And he is in @ position to weigh the difference to the 


Company in dollars and cents between the present basis 
and this basis‘ 

4 Eweor not tollow you.at all...I: am telling you that state- 
ment is based on 1 barrel of Cutbank crude vs. 1 barrel 


of Turner Valley crude. 


co) 


You contend it would not penalige the Alberta consumer if 

we adopted this basis? 

A I do not understand what you mean by penalize, Mr. Plotkins. 

q If we had a free market in Alberta and th price we sold 
our products at was such that each Company decided on 
its own refined oil prices. ‘ould that not mean that each 
company would have a figure at which it would purchase 
eande? 

A I do not know anything about it. I am presenting the 
Imperial picture to you, Mr. Plotkins, and there you are. 
Phere is the Imperial picture. 

a Who is the man in your organization that understends 
or correlates the producing, refining and marke ting and 
the different other departments? 

A I presume the president does. 

s) Well now, could not the president bring his staff so that 
he would intelligently ask questions from his superintendents 
so as to answer these questions and tie them one with the 
other so we can get some place? | 

A I do not know where you are trying to get. I cannot 
understand where you ere trying to get. 

TH CHAIRMAN: well,we will have until 

Mondey to think about it. 
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Mx NOLAN: Iwas going to ask about 

the programme next week, and whether ve shall sit on 

Vednesday. 

TH CHALRIAN: | “hat is Wednesday’ 

i-Re NOLAT!: ampine ley, ore i havo va 

ask about these things for the convenience of these people 

and for other people who are coming on. Next week I 

rather imagine will be a broken week. Perhaps you have 

not thought about it, and you will let us know on Monday. 

The other thing I would like to know is how lomg Mr. 

Proteins is going to cross-examine, because it is taking 

8 very great deal of time. ‘e have time to devote to the 

work of this Commission but ve have other things to do. 

I would be glad to have sume idea fron him how long he is 

going to be if he can give it to me. 

THs CHATRLAN: Vell if you know, ix Plot- 

kinds, roughly, how long you are going to be, I see no 

obuection to your ssying So. Yiu understend you are not 

being limited‘ 

ee PLOUR Ties I understand that, Sir. 

THE CHAIRMAN: If you do know you should 

tell Mr. Nolan so that he may govern himself accordingly. 

Mi. PLOTING: Mr. Chairman, before I answer 

that I would like to make a request of the Commission. It 

seems to me that we will save weeks of work if we can get 

the president, if he is the man, to come here and bring 

sufficient of his staff so that when a question is asked 

it is not weeks before we get an answer. Also if it has 
4 no other aspect, that will give the Commission a chance 

to understand it fully and give them the proper weight 


that there be a man competent to give answers, so that we 
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will get somewhere. Because my suggestion is that up 
till now we have been dealing with separate departments 
apparently standing on their own feet, and they do not 
know what the other departments are doing. It is only 
the threads that are gathered by the haad organization, 
and this head organization is the only one that will 
give us the information we need to intelligently review 
this industry. I feel that the Commission should give 
tha t sonedidoration and see if my request is @ fair one. 
Now with regards to how long it will take me, I feel 
two or three hours would be about the time I estimate. 
THE CHAIRMAN: "ell we will think about 


the other Mr. Nolan and let you know on Monday. 


(At this Stage the Hearing was adjourned until 10.30 A.ii. 
May 2énd, 1939). 
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Statenent produced and filed by the witness 

L. &. Plotkins, showing Imperial Oil Limited, 
price reductions, country tank waggon, f.o-b. 
Garecary, Sept. 2£8%,71937, to Sept. 9th, Lesa. 


ixtract from National Petroleum News, Sept. 
lst, 1937, showing prices posted by the 
ie rial, Oil Limited for Canadian fislde 
filed during the evidence of James McGrath. 


uxtract from National Petroleum News, Sept. 
8th. 1937, showing prices posted by the 
Imperial Oil Limi*ed for Canadian fields 
filed during the evidence of James McGreth. 
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10:30 A. Ii. Session. 


May 22nd, 1939. Ma vue 


- SD & DP & OD & 


THE CHATHMAN: Gentlemen, we think perhaps 
we should say now that, if agreeable to all cf you, we 
will sit on Wednesday ana in view of the visit of Their 
ia jesties, we will not sit on Friday. 


(EXAMINATION OF JAMES MoGRATH CONTINUED BY MR. PLOTKINS) 


Mr. MoGrath, in 1937 when the first price was woeree for 
Turner Valley crude, that was in 1937, was it not? 
Beptember I believe, ir. Plotkins, yes. 

fhe posted price for 48 gravity was $1.55? 

g1.52 I think. 

G1.52? 

I believe it was, yes. 

What was the basis at that time? 

Well I have not got those figures with me, ir. Plotkins. I 
was asked te come here and explain the present posted price 
and I just brought that information along. 

You made the statement that the price of y1.30 was arrived at 
partly because you felt, that is your company felt that it 


would encourage the development of Purner Valley as an oil 


field? 
That is right. 
Now in 1937 when you posted the price of 41.52, the posted 


fiela prices in Cutbank were the same as on the date that you 


made the change, namely, ,1-10? 


Well I don't know, ir. Plotkins. 


well you were one I assume in your organization that 


helped to bring out the facts that would get your company te 


pick a price of 1-52? 


I did part of that work, yes. 


And you have personal knowledge more or less of the conditions, 
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of the posted field price of the Gutbank field for the 
last flew years? 
A Ne, I have not got the information with me. 
MR. PLOTKINSs Perhaps iir. Cottle oan give 
us that information as the basis for the questions that I 
feel I must ask. 
MRe FRAWLEY; Would you mind stating what 
you want now so that we will have it Clearly. 
Mr. PLOTKINS: What wa3 the field price in 
the Cutbank field in 1937 at the time the Imperial Oil 
posted the price in Turner Valley of 41.52? 
MR. FRAWLEY: On the 15th of September, in 
other words, 1927, what were the liontana prices. 
MR. PLOTKINS: Yes, the field, the posted 
field prices at Cutbank from which the Imperial secured its 
supplies at that time. 
MR. FRAWLEY: Perhaps we have that and we 
will just see. Mr. Chairman, for Mr. Plotkins! information, 
you night make a note of the following postings and ther you 
will simply have to ask Mire McGrath to assume with you that 
those are the postingBy, as Mir. lticGrath has told you he does 


not know. On the 28th of January, 1937, Cutbank $1.40; 


Kevin-Sunburst $1.20; the 25th of October 1957+--~ 


MAJOR LIPSETT: And should not the gravities go 


down also. 


MR. FRAWLEY: The gravities are pretty well 
known fer Cutbank and Kevin. Cutbank 7-68 and Kevin con- 


sideravly lower. The 2oth of October 1937 Cutbank §1.24, 


Kevin-Sunburst $1.05; the 16th of November 1937 Cutbank §1.10; 
Kevin=-Sunburst -90 cents. Now just a minute, now it should be 
further explained so that ur. MeGrath will know what we are 
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speaking of, that the postings, as we have known then, 

in the National Petroleum News have been withdrawn and 
these postings which I an giving you, I may say frankly, 
are taken from a nemorandum prepared by hire Cottle after a 
visit to Montana but they are prices upon which oil was 
being purchased and nOyalty Oil settled for but they were 


not pestings in the sense that they are found or were to be 


found at that time, on those dates, in the National Petrol- 
eum News, so if that of any help to you, Wr. Plotkins. 
MRe PLOTKINS; Thank you. 

Q MR. PLOTKINS: Would you say, iir.e MoGrath, 
that your price of (1.52, that your company posted in Sep- 
tember 1937 in Turner Valley was based on the Cutbank field 
price of $1.24? 

A I cannot tell you, iir.e Plotkins. 

Q May I suggest to you that the price was changed from $1.52 
to $1.30 merely for the purposes of either increasing the 
development of Turner Valley as an oil field or for the pur 
pose of controlling the development, in other words, for 
either slowing up or speeding up the crude development in 
Turner Valley and I would like to know whether that factor 
was not a governing factor for reducing the price in Turner 


Valley at that time? 
Oh E£ imagine iir. Plotkins, that the, to meet the iiontana com~ 


A 
petition as well, that cruce was backing up into Montana and 
I imagine it was to meet that situation. 

Q Well we will assume for the goment it was the case and I do 


not doubt that it was at that time, sometimes, that Montana 


crude backed up when the Imperial withdrew its purchases? 


4 That is right. 
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Now the Imperial control its own refinery and its own 
marketing facilities, is that not a fact? 

That is right too, yea. 

So that any producer or group of producers in Cutbank 
wanting to invado this field would have available to them 
for marketing purposes only the relatively small output 

or purchasing power of, at that time, of one or two inde- 
pendent refineries that existed? 

Well you would have to include the independent marketer as 
well, the refinery and marketer, the products might have 

been refined in Cutbank and come across the border. 

Yes, but in respect of the refined products, we have a tariff 
wall that effectively limits the competition of refined pro-= 
ducts to the Southern branch of Southern Alberta and part of 
Baskatchewan, you understand that refined products cannot nen~ 
etrate up in here very fan? 

That is right. 

Ana that is your understanding and that is the reason why you 


based your Turner Valley crude at 92 cents in Cutbank, to a 


limited area, was it not? 

That was to keep out the iiontana competition. 

On refined products as well as on crude? 

Yes, I imagine so. 

So that at that time even although crude was backing up and 
for the time being the producers in Cutbank could not find a 


market, they were not in a position to threaten your market 


with their products? 


Well I don't Knowe 


Could they overnight erect refineries and distributing stations? 


Now. Mr. Plotkins, don't forget there were two oil fields and 
eee ee 


not just one, there was one pefore Turner Valley came in and 
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now there were two oil fields competing. 

Two oil fields? 

Yes. 

Which ones? 

Turner Valley and Cutbank. 

Yes, but Turner Valley, you have the pipeline, you were in 

@ position to secure whatever oil was available for your 
own, yOu were in a position to project your market through 
the ownership of refineries and marketing outlets, with the 
result that the Cutbank producer was not in a position even 
if he offered his oi1 at 50 cents a barrel, to effectively 
penetrate this territory any more than he is today in a 
position to do so? 

Well I have no figures on that. 

No, but you know the position, I mean vou took that into con-= 
sideration when you attempted to set values on Kevin, on Cut+ 
bank crude, do you not, I mean, perhaps E would like you to 
enawer that question? 

I told you last week that we set the price based on the 
average and the idea was to extend the use of Turner Valley 
crude gnd at the same time keep out Montana crudeég. 

At the same time what? 

Keep out uwontana crudes. 

Keep out ivontana crudes? 

Yes. . 
How could the iontana crudes come in and seriously force you 
to buy it, force your company to buy it? 

Well if the Turner Valley producer did not wish to take a 
low prise for his crude why then naturally we would operate 


9 
on the Kevin crude, would we not: 


Phat is not what I am asking you, we will assume, and it i8 a 
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fact that at thet time ana today a certain amount of crude 
is being offered for 72 cents and 80 cents and 92 cents and 
OG up, and I understand at: various times the amount is re- 


Bpectable, a thousand or two thousand barrels a day. 


THE CHAIRMAN: Where? 
Mk. PLOTKINS: In the Cutbank field. 
THE CHAIRMAN: In the Cutbank fiela? 
MR. PLOTKINS: | Yes, Mr. Chairman. 
Q MR. PLOTKINS: And you would be in a pQ@Sition 


to pick up those offerings and use them or to take them as 
the basis for demanding that tha Turner Valley produser moct 
that competition; well now, is it not a fact that the reason 
you did not do so and the reason you-diSregarded that, we 
will call it for the purposes of our discussion, "distress 
crude™ , is because they are not in a position to effectively 
menace your markets in Western Canada? 

4 ell there W&a considerable quantity came in. in 1938, Nr. 

Plotkins. 

A considerable quantity? 

Yes, from Montana. 


Where did that go to? 


> DPD F&F DO 


E don't know where it went to, I saw some Government 
statistics that told me that. 

Your own company imported quite a little? 

Of which? 

Of Cutbank or Kevin-Sunbur at? 

No, I am speaking about pro ducts. 


Of preducts- 
about 100 barrels a day 


> 2 & © & oO 


Yes, we did bring in some Pondera, 


I think it was, to make asphalt. 
ary in the business to bring in a certain amount? 


& 


It was necess 


Yes, that 100 barrels a days 


Sot 
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You are referring now to refined products? 

Yes. 

And you say a cOnsiderable amount cane into the Western 
Provinces? 

Yes. 

ket us analyse that, the wa in importer of the refined pro-+ 
ducts the last few years is8 the Texas Company, is it not? 
Z do not know who the importers are. 

Didn't you analyse the figures? 

No, I just saw this Government report. 

Well we have available here, I think ir, Cottle is now in 
the position to give us the figures and if he will do so it 


Will probably help, the figures of importations of Texaa 


products. 

iWRe FRAWLLY: No, we have not got those right 
here. 

MKe PLOTKXINS: Well the TeXas Company imports 


75% upwards of the total importations of refined products in 
Western Canada, that is to the best of my knowledge, I am---+ 


TH CHA TRiwm ; You are asking the witness to 


assume that is so. 


Mike PLOTKINS: Yes, I am assuming that is so. 


THE CHAIRMAN: For the purposes of your question, 
WR. PLOTKINS: Yes, I am assuming that that is 
SO 

MR. PLOTEINS: Your knowlege of the refining 
a ° » ° 


business leads you to believe that the Texas Company cannot 


refine Cutbank or Xevin crude in Sunburst and successfully com- 


pete at a profit in the territory that they are now market ing 


in? 


f 


E don't know where they are marketing, Mire Plotkins- TI have no 
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idea where they are marketing. 

Q. Well they are Marketing away up to Prince Albert in Saske- 
tchewan, away up north here, in other words, they are 
covering the Vestern Canada territory thoroughly, now you 
have told the Commission that the price that you have fixed 
for crude will in your opinion tend to prevent the Cutbank 
from competing, that is correct is it not, from competing 
With the Turner Valley crude at the present price? 

A ~ do not know whether it will entirely shotit out, Mir. Plot- 


kins or not, it will to some extent. 


Q The intention was to prevent it? 

A That is right. 

Q To keep it from seriously competing? 

A That is right. 

Q And when you say that you have in mind the fact that crude 
moves into Canada, inte western Canada, at considerably 
lower rates and the refined products, the railway shipments--+ 

A E do not know what the refined products move in for, Mr. 
Plotkins; I know of crude rqtes. 

Q You know that the refined products are moved at a considerably 
higher rate? 

A In Canada, yes, yes, in Canada. 

e) Se that the refinery of the Texas Company in sunburst, whicn 
is only eight miles from the International Border, would be 
at a considerable disadvantage in shopping refined products 
into western Canada? 

4 So far as freight is concerned. 

Q So far as laid down costa competing with your costs? 

A Well of course if you backed into, if they owned their own 


crude supply, it is the eost of producing vrude. 


Whet Ls that? 
If the Texas Company owned their ow crude supplies it would 
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be the cost of producing crude down there, thet may be 

@ factor which I du not know. 

You know it is the practise of all these major companies to 
base their costs in their competitive effort, not on what it 
costs to produce the erude but oh the posted field prices, 
you have told us that? 

Yes. 

That is the way your company acts? 

Yes. 

50 you can disregard that angle at the present? 

You are asking me to agree to something and I say those are 
some of the facts which 2 do not know. 

You do not know? 

Noe 

If we ask Mr. Halverson about that le will say he doesn't 
know because that is part marketing and part refining, now 
who may I go to, who may I get, who is going to visualize 


both angles and is in a position to accurately tell the Com- 


mission what are the facts? 
MR. NOLAN: 


the Texas Gompany would be the best person to ask about 


that. 


MR. FLOTKINS: I suggest to you the Texas 


Company are moving their products into Western Canada at 

@ considerable loss and therefore the posted field prices 
of Cutbank today is not a factor that should be taken into 
consideration as a competitive basis for pricing Turner 
Valley crude? 

Mr. Plotkins, do the Texas Uompany own thoir own product- 
ton in Cutbank. 


Partly, as I understand it? 


I would think, tire Chairman that 
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4 Do you know the cost of their production in Cutbank? 

Q Z have an idea? 

4 Well would you be~+--= 

Q But I am going to suggest to you for your information and 
for you to give or someone in your organization that is 
competent to answer these queations, that you look up the 
losses that the Texas Company ap a marketing organization 
registers with the Government every year, running into the 
hundreds and thousands of dollars? 

A Well Nr. Plotkins,where would we get that informetiong 

= Where would you get that information? 

A Yes. 

Q Well I suggest to you that your company is fully capable, 
through its intelligence service, to accumulate all the ine 
formation that it needs? 

A I have not heard of an intelligence department yet, Mr. 
Plotkins. 

Q You have not? 

A No. 

Q | Probably it is not in your knowledge but you have the means, 
your company has the means of acquiring whatever information 
is necessary to run their business? 

A If a company files a confidential statement with the Govern~ 

ar on y += 
MRe FRAWLLY: The Income Tax Department? 

A Yes, ane I do not suppose the Income Tax Department will per~ 
mit anyone else to receive a copy of it. 

Q THE CHAIEMAN: Assuming, now the witness does 


not know whether the Texas Company operates at 4 loss in 


Jestern Canada or not, as I understand it? 
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A That is right, I do not know. 
Q But if you wish to predisate a question on that assumption, 


then go ahead, but there is no use asking him beaause he 


does not know. 

Q MR. PLOTKINS: Yes, we will assume that, 
that that is so, then it makes no difference what price you 
use as the starting factor in Cutbank, insofar as protecting 
your company as against the competition of the Texas Company, 
or any other company, that chooses to do business on that 
basis? 

A That is your assumption, I do not know. 

Q But on that assumption. 
THE CHATRiAN: He is asking you to assume 


that, for the purposes of the question? 


A Yes. 

Q That doesn't involve you stating it is s0? 

A Wo. 

Q But assuming tnat is so? 

me Yen. 

Q MR. PLOTKINS: I do not know whether you un- 
Pe een me, we will assume the Texas Company has disregarded 
the economic angle in order to build up their market in 
Western Canada? 

4 Yes. 

Q In preparation for some further development in this country? 

A Yes. 

Q And that they are willing to disregard that big loss, they 


have made that statement publicly in the House, so there is 


no secret about it, now if that is so, no matter what price 
you put Turner Valley dowm at, it will not effectively, so far 


as the Texas Company is concerned, shut out that competition, 
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is that correct? 

h Well I don't know the facts of the Texas Company, I can- 
not agree to anything like that, Mr. Plotkins, I do not 
know the facts. 

Q You do not have to agree to anything but here are the facts 
as I see theme--- 

Q THE CHAIRMAN: But iire iloGrath, the examiner 
asked you just to assume with him for the moment for the 
purposes of this question tmt they are Operating at a loss; 
then are his suggested conclusions right if they are operat~ 
ing at the loss, you see it is open for him to come along 


later and prove that they are operating at a loss? 


A Yes. 

Q But he is asking you now while you ere here? 

A Well I do not like to assume anything. 

9) MR. NOLAN: It is all right. You may 
quite confidently assume it, Mr. McGrath if you are asked 
+0, it does not mean fora moment that you subseribe to it 
but for the purposes of the answer to the question, if the 
Texas Company operates at a loss, assume that it does? 

A Yes. 

Q Then Mr. Plotkins wants to Know how you Can keep out com- 


petition of people who are prepared to operate at a loss? 


A Ch yes. Well I will assume that. 


Q MR. PLOTEINS: You will assume that but is 


that not the logical conclusion to draw from a situation such 
as you assume, that no matter what you do about the price in 


Turner Valley that you will not keep out the competition from 


Wwontana? 
THE CHAIRMAN: its 

Q WR. PLOTKINS If the three companies are pre- 
MR e CNS: 
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A 


paved to operate at a loss? 

And if Turner Valley crude remains at the aame price? 

Well no matter what price you put on it? 

Well then it gets back to a difference in production costs, 
as to how far the producer can go in Gutbank ani how far 


the producer can go in Turner Valley, doesn’t it? 


‘THE CHAIRMAN: I do not think you need spena 


any more time on it, Mr. Plotkins. If the witness will not 
assume that, the Commission will, that you oannot keep out 
people who are willing to operate at a loss no matter how 
great that loss; how long they will keep that up of course 

is another matter. 

MRe PLOTKINS: In the price that you have as- 
sumed for the latest statezents so far as recommending to the 
Commission a new posted field price for Turner Valley crude 
of ¢1.29% for 48 gravity? 

That is right. 

You have assumed their price of $1.10. 

That is right. 

Now why should, what are your reasons for assuming or for 
basing your entire price on that figure of ® 1.10? 

I was asked to make that calculation by the Commission 
Counsel. 

Yes, but I am also informed that you and ire Cottle are at- 
tempting to arrive at what you feel is the fair present pos- 
beLon, 3 as to guide the Commission? 

Well I gave two prices, one based at a y1l-00 and one based at 


$1.10; if crude can be bought at those prices that should be 
: ’ 


sufficient. 


So you are not prepared then, your company is not prepared to 


make any submissions insofar as, on what basis wo should post 


e 
nt 
. 
’ 
be . 
eo ne 
Be 
a Tee 
se 
“yy ' 
S3 
a 


tent c 
3 ’ 
~ 
eo 


Eats tay 
beat 
* 
ee 
, C4 
- 
¥ 
den 
oa Fe 
-+ thes 


«- 


Ne, 

or 
‘ 

Vee 


8 
A = 
Ra 


oa Sat wk 
% oo ee 
Suk ‘ 
oy ee. 
’ Less . 
Ry = 
oar 
-« < 
‘ on 
y 7 
ror - 3 
© 
a 
= E 


: 
Se A 
"i 
* ra 
aa ao 
= 4 ve 
ier fo 
ea 
as 
Seas P 
ay - 


Peo3 
hase ae 
me 
‘ 
Pose 
ai 
5 a 
: 


= -4 
roe t' 
sy 

By 
& s 
fe ' 

3 z 
4 ” 
e, 

oe 
a 

ae . 

ae 

i = 
elu ae 

: \ 
iw = 

, 3 


Ps aaa 
os ot 


J hioGrath ~ 7580 + 


the Turner Valley crude prices? 

A We have given you calculations on it. -We have not sug- 
gested that those prices be posted or anything like that, 
we have given you the calculations, calculations based on 


this Cutbank crude at 41.00 and 91.10. 


(Go to nuaber 7281) 
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So your company is not prepared to submit a basis, 
backed by sound reasons, which will effectively 

value Turner Valley crude for the purposes of posting 
the field price? 

That would be up to the officers of the company to 
decide that, Mr. Plotkins. 

You have not been asked to do that up till the present? 
No. 

Assume that you have, and that you come here prepared 
to recommend that the basis of posting the field prices 
in Turner Valley is the competitive factor of the 
posted field price of Cutbank crude. ‘Ye will assume 
that, and we have basis for this Aceonmnt none You 

have already submitted the present statement based on 
a dollar and $1.10. You have not suggested any other? 
No. 

So that for the purposes of this examination we can 
assume th.t that would be tbe basis. Now, if we assume 
that is there really, or does the $1.10 Cutbank posted 
field price really represent the competitive factor? 

On those assumptions, yes. That is, assuming that 
is $1.10 is the price in that case, yes. | 

So what you are saying to the Commission then in your 
Company's opinion the basis of posting the field price 
in Turner Valley should be the price of Cutbank crude, 
plus freight and plus the other charges? 

And the competition with Tllinois erude, Mr. Tlotking. 


The competition with Illinois crude? 


Yes. 


Now. we will divert for 4 moment to this Illinois crude. 
bf 
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Illinois crude is for the purposes of supplying the 
Manitoba market, is that right? 

A Part of the Manitoba market, yes, that is right. 

2 Is the position that your company insofar as whether 
they use Illinois or whether they use Cutbank or 
whether they use Turner Valley crude, this, that being 
in possession of the market, through the refineries 
and the marketing outlets, that they choose to use 
one crude as against another, and not because of 
economic pressure? 

A Well, Illinois crude lays down at certain points ata 
certain price and Turner Valley competes with it at that 
Porbt. That is competition , is it not? 

Q Well, you have stated to the Commission that Illinois 
crude ----- the factors behind the Tllinceis erude 
situation are temporary; in other words, it is distress 
crude? 

A No, I have not stated that at all. There is a production 
there to-dey of 200,000 barrels. 

Q Why, if your company is so interested in the development 
of Turner Valley where you are prepared to make a 
sacrifice of 15 cents a barrel for your Regina refinery, 
why are you not sufficiently interested equally as far 
as the Illinois situation to continue shipping Turner 
Valley crude into that area? 

A Well, when you move into the Manitoba area you get 
into a very rapidly diminishing rate of return on 


Turner Valley crude. 


And you feel that the sacrifice is too great? 


A Yes, I would say that, yes. 


Are you aware that the Anglo-Canadian have a refinery 
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at Brandon. You know that? 

I understand they have. 

And they supply that market that you have withdrawn 
from, with Turner Valley crude? 

Well, ido not know. 

You would not know why they would do it in compe tit ion 
with Illinois crude? 

No, I do not know. 

Would not they have the same sound reasons that you 
should have, mainly, that they sre interested in 
Turner Valley and that, therefore, they are prepared 
to take a sacrifice temporarily in order to build up a 
permanent market? 

Of course, they have a refinery, as you say, at Brandon. 
We have a refinery at Regina. ‘“e are taking our own 
picture. We are not taking the Anglo-Canadian picture. 
You are aware the Anglo-Canadian is laying down its 
crude at a considerably higher freight rate than you 
are to Regina, everything else being equal? 

If they are laying down Turner Valley crude, yes, 

They are laying it down at a considerably higher cost 
for freight? | 

Yes. 

So they would have no :dvantage in being located at 
Brandon? 

You have to have the Angle-Canadian answer to that, 
Mr. Plotkins, I do not know. [I do not know their 
situation, 

Come back to Cutbank. ‘Ve will assume for a moment you 


posted a field price of $1.52 for’ Turner Valley? 


Yes. 
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-~7384- 
You found that conditions were such that to develop 
the field your company saw fit to post a price of 
$1.52? 
Yes. 
According to your calculations Cutbank erude could be 
laid dow in aes cheaper? 
Yes. 
Now, we will assume you have in mind to develop, as you 
have had in the past, to develop the resources of Turner 
Valley or other fields in Alberta. ‘ould that sites yon 
cause the Montana producer to invade your market? 
I do not understand your question. 
In other words, could he, in spite of the fact he could 
lay it down cheaper, could he successfully ship it in, 
tind. the: means of refining and marketing, in order to 
displace your produsts or your market? 
Where, in Alberta? 
In the Regina area? 
Do you mean Regina using Turner Valley crude at 91.52 
per barrel? 
Yes, instead of $1.32 or $1.30 as at present? 
I imagine Montana crude would be moved into that area 
and also Illinois crude would creep over there. 
Why ? 
Because the crude would be too high at Regina to compete 
with this. 
I am asking you to assume you have taken all those 
factors into consideration. You go, with your eyes open, 


knowing you can lay down Cutbank crude so much cheaper, 


put that you say it is good business on the part of 


your company because they have other markets in view and 
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other good reasons to encourage further development in 
Turner Valley or somewhere else in Alberta, and as a 
result of that I am going to ask you a question there, 
raising the price will effectively encourage development, 
will it not? 
Outlet too has to be encouraged, Mr. Plotkins. 
Well, will not a higher posteé field price for Turner 
Valley crude or Alberta erude not cause more development? 
I am not a producer, Mr. Tlotkins, I cannot answer that. 
On what do you base your statement that you wanted to 
encourage development of Turner Valley by raising the 
price from $1.15 to $1.30? 
There was apparent crude available and we attempted to 
move all we could. 
Apparent crude svailable? 
Yes. 
Was it necessary to raise the price to get that crude? 
Raise the price? 
Yes, from $1.15 to $1.30? 
We did not raise the price, Mr. Plotkins. 
I understood you were zood enough to charge your Regina 
refinery g1.30----- 
No, I said we posted $1.30 crude for all refineries. 
Well, you have also made the statement you felt or that 
your recommendation would be that we Should base the 
Turner Valley price on the Manitoba market and it would 
lay down there at 92 cents? 
No, I did not say that. 1 said this. On strict 
economics, if the crude was to move to Manitoba then 
the crude would be worth $1.02. That is sticking strietly 


to economics, the furthest point to determine the price. 
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Q Didn't you make the statement where the crude seule 
move on that basis? 
A I said on strictly economics if the crude was to move 
that far, yes. 
Q So that the reason you did not imvose that price in 


Turner Valley is because, as you stated before, you 
want to encourage development? 

A That is right. 

Does not that imply then that the difference between 
92 cents or $1.02 and 41.30 will tend to encourage 
development? 

A On the whole vroduction? 

Yes, get more crude. Get more research and more explor- 
ing for new fields, :-and more drilling. 

A I do not know, I do not know what the effect of a price 
of $1.02 would have on the whole field, I do not know 
that. 

Q You answered the Chairman and I think Mr. Commissioner 
Lipsett on various occasions that one of the reasons for 
being magnanimous in the price was to encourage the 
development of Turner Valley. So naturally would not 
that imply the higher the price the more development is 
going to take place? 

A I understood your question was thiss if we had posted 

a price of $1.02 for the whole area would the field develop 

and I say I cannot answer that. 

I am not asking you that. 

A Well, I misunderstood you. 

Q I am asking you whether the fact that you did not post 


a price of $1.02 but posted a $1.30, that your basis for 
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doing that was to encourage development? 

A Yes. 

Q Your reason for doing so was to encourage development? 

A Yes. 

Q So if you post a price of $1.52 instead of $1.30, would 
not that have a still greater effect? 

A Coupled with outlet. 

Q Coupled with outlet? 

A With outlet for the crude. 

Q Yes. Certainly, you have the outlet. You have the 
present markeb, 6,000,000 barrels. The Western Canadian 
market of 6,000,000 barrels? 

A We have that? 

Q Well, I mean the industry has that? 

A Yes. 

Q Is the fact you post a price of $1.52 going to reduce that 
market? 

A Yes, it is, because Illinois crude moves in there. 

Q Would it reduce the market insofar as the Imperial Oil 
is concerned, in its refineries and marketing outlets? 

A If you posted $1.50 crude, would that affect Imperial 
operations, say at Regina. Let us assume that. 

Q And assume that you are faced with the situation that 
you feel your company's best judgment is that to take 
the future supplies of crude for ‘Yestern Canada. 

We will assume water encroachment in Turner Valley and 
that suddenly you are faced with the situation where in 
two years the estimate that was made by the Board insofar 
as recoveries, they are just petered out? 

A Yes. 


And for the purposes of continuing development rather than 
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to encourage development in the United Sraseay wh ich 
we will have to do at a premium, you Suddenly raised 
the price. Now, under them conditions, and you have 
done that of your own volition, you are ina position 
with your refineries and your markets that the Illinois 
factor dess not come into it, does it? 

The Illinois factor will move in as you increase the 
well price of Turner Valley crude; Mr. Plotkins. 

But your company has seen fit, for the reasons I have 
enunciated, to raise the price of crude even though 
the economic value is not that. There are other consid- 
erations. Surely your company in order to encourage 
development is not going to shut out its own market 

by importing Illinois? 

Peo mou TOoLLOWw your reasoning at all. There nas nog 
been suggested an increase in price to $1.52 and that 
you are assuming that, and you are asking what effect 
thay woourd heve on ‘Tllinois crude. illinois cerade 
would probably move in and take up some of that 
territory. 

That would be correct if someone forced you to post 

a price of $1.52. But if your company, because of the 
factors involved, saw fit to post a price of $1.52, 
would they then not forget about Illinois crude or 

any other crude? 

You can't forget about Illinois crude. If you post 

a price of $1.52 for Turner Valley Illinois crude is 
going to move in there. 

Why didn't it keep the crude in the ground in Turner 
Valley when you posted a price of 41.52 in September, 
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less money. Why didn't you leave it in Turner Valley? 
I do not understand you. 

In other words, in your department, refining, you are 
not concerned with that question? 

Wo take the facts as we find them, Mr. Plotkins, and 
we try to deal with them as we find them. 

You take the facts as they are supplied to you? 

As we find them. 

As you find them as concerning your particular operation? 
Thetis right. 

So that if we brought Mr. Halverson here, he is in the 
bene position. He is supplied with faets from your 
department as a base of his operations? 

vem speaking about the refining. JI am not speaking 
about sales. T have spoken of facts as far as that 
is concerned. 

These prcducts you refine have to be sold? 

hab is) right. 

Then another department does the selling? 


Yes. 

And in order for the other department to intelligently 
sell its eae ane they must be supplied with certain 
vital information from you. Costs, for instance. 
Quality. Shipping cost from your traffic department? 
Yes. 

So that some factors are placed at their disposal? 

They ask us to make so many products and we make them 
and they are there. Now, the marketing department 
orders the products from our refinery and they sell them. 


There is no billing between. ve just bill the 
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marketing department with the gallons of products. 

No price? 

No price, and they sell the products. 

So that the marketing department has not gota 
starting point insofar as cost is concerned? 

They probably do get costs oceasionally, yes. 

From some other departments, not yours? 

Yes, they would get some costs from our department. 
You, in fact, bill them with the quantities and they 
are Supplied with the figures they must base themselves 
on from some other department? 

No, I think they have to consider marketing factors, 
of competition and those things, Mr. Plotkins. 

That is as to the selling price? 

Yes. 

But I am talking about cost prices? 

Yes. 

You do not bill them with a definite value of the 
products? 

No, we do not. 

Son. to Gome back to Cutbank---~-- 

THE CHAIRMAN: If I may interject. who is 
concerned, Mr. McGrath, with the price at which crude 
is laid down in your refinery? 

The refiner, Sir. 

The refiner ig concerned with that? 

Yes. 

Do I understand that you determine the price which 
will be paid for crude, the refiner? 

No, we purchase the erude, Mr. Chairman. Ye purchase 


the erude to supply the market. ‘We ourchase it as best 
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we can. ‘le make the produets. ‘The marketing 
department sells those products. 
Womld it be your department that would determine the 
field price in Turner Valley to-day ? 
os, "Sir. 
Who, in that department, has the say? Is it Mr. MeCloskey? 
Mr. McCloskey is the director of manufacturing, Sir. 
But it is your department, and not some intervening 
department concerned with the buying of crude oil. 
have a seller, a department having to do with the selling 
of the refined products? 
That. is right. 
You have a refining department? 
Yes. 
You have no department concerned with laying down crude 
oil in your refinery at a price? 
Yes, Mr.John R- Simpson is the man who does that. 
What is his department called? 
He ‘is part of the manufacturing department. 
A subdivision of that department? 
Yes. 
THE CHAIRMAN: I suppose we will hear Mr. 


Simpson, will we, Mr. Nolan? 

MR. NOLAN: I do not spppose so, Sir. 
There was never any sugzestion he would come. 

THE CHAIRMAN: Well, I certainly make the 
Suggestion now. 

MR. FRALEY: Then that is all that is 


necessary. I now make the suggestion that Mr. Nolan 


will bring Mr. Simpson. 


j 
) 
i 
rm 7 . Tones 
~ 1 i frye : a : > 
$ Tee Ae } 
‘ 
j 
‘ 
ya A 
‘ : a ie er 
‘ 
a eget i 
is bh vila | eek te ch ity ‘iyi! Soe PY gees aie Peta 
Ee Pas OS Boe Re eh eae 
ets . Deans ie ca a (SEE Kiar 
: i 


i. 


Hs DOG: 


aps 


a eee) ee ae 
wt > exe Ee gr Wik ae hh ae 
tr, ee 


i eye" 9 
A aie 


T-1 
12 


J. MeGrath. ~7398- 


MR. NOLAN: I do not know whether Mr. 
Nolan will or not. There was an arrangement come to 
between Mr. Frawley and the officials of my company 

that on these phases of refining and marketing there 
would be brought before this Commission two witnesses 
who would speak as to these matters, after consultation 
with counsel to the Commission and Commission accountant 
in Toronto. These two gentlemen were Mr. McGrath and 
Mr. Halverson. One is here and the other is coming. 

I understand that they have all the information that 
they were requested to obtain at the time these ¢is- 
cussions took place. 

MR. FRAWLEY: Of course, there is an awful 
Simple answer to that. IT have not the slightest bit 
of shame,or whatever other name might be put on it, 

in saying that I never at any time told the Imperial Oil 
Company that I would limit myself to this witness or to 
that. “we had some discusSions in Toronto, yes. Some, 

I think, were very helpful. Mr. Cottle really had most 
of them, but at no time in the world did I say I would 
limit myself to Mr. McGrath or Mr. Halverson. It now 
transpires that Mr. McGrath cannot answer these questions. 
T am now simply in the position of revising, or I will 
describe it in any language at all. fhe work of this 
Commission is the main thing, and the views I had in 
endeavouring to project myself into the future and 
conjecture as to what this witness could tell and could 
not, I never supposed for a moment that Mr. MeGrath 
eould not answer all of these questions that he has 

not been able to answer. There should be no acrimony 
about it at all. The witness cannot supply the 


information and I am bound to ask the company to send 
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other witnesses. 

MR. NOLAN: There is some misunderstanding 
about this question. Mr. Simpson is not the man who 
fixes the field price of crude, is he? I understood 
you to say the other day he was the man who purchased? 
That is right, he buys crude oil and passes the invoices. 
Didn't you say a few moments ago that there was a 
refining department that fixed the posted fiel@ price? 
In this particular case, yes. 

And not Mr. Simpson? 

No. It is the manufacturing department. Mr. Simpson 

is the buyer of crude. 

What the Chairman was asking you is this, at one end 

of the seale you have the seller, that is the marketing 
department? 

That is right. 

In the middle you have the refiner, that is the refining 
department? 

That is right. 

And, as the Ghairman, says, at the beginning you have 
tre buying department? 

The buyer is Mr. Simpson. 

You say buying is part of the manufacturing? 

Yes, he is in the manufacturing department. 

MR. FRALEY: Can you answer every qwstion 
Mr. Simpson can answer. That is the simplest way of 
putting it. Two or three times the Chairman has 
brought out the answer that is for Mr. Simpson to gay. 
What are the things Mr. Simpson can answer that you 


cannot? 


Mr. Simpson deals with the purchasing of crude oil and 
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the passing of the invoices. 

We a6 no t want that kind of a man? 

No. 

MR. NOLAN: He does the buying? 

He does the buying. 

MR. FRAWLEY: Who instructs him to buy? 
The people who are operating the refinery. They tell 
him "ve need so mach crude", and he buys the crude. 

He does not exercise any independent judgment about it. 
He simply carries out the orders? 

Yes. 

MR. FRAWIZY: Subject to what might develop 
we do not want Mr. Simpson, if he is only the man who 
sends the wires out to such and such fields and says 
"Supply so much crude for such and such refinery"? 
tes, “Ghat is’ his position. 

MR. COMMISSIONER @IPSEfTT: As I understand it, your 
evidence is that the economic crude price for the Regina 
refinery is $1.15? 

Based on Cutbank at $1.00 a barrel,yes, Sir. 

Is that what your opinion has been, that that was the 
economic price? 

We have made these statements and we also have prepared 
a statement based on $1.10. 

I understand that. “Thich do you say is the economic 
price? 

I am not in a position to say that, Mr. Lipsett. 

I understood the effect of your evidence is it was | 
that the price of $1.02 for Manitoba, 1.18 for Regina, 


$1.62 for Calgary and 92 cents for Coutts were the 
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correct economic figures? 

{It was the average from that was the basis of the 

$1.30, yes. : 

Now, for Regina, $1.15 was the base? 

Yes, that is right. But that is at $1.00, yes. 

Which basis should we take for Regina, Should we 

take Cutbank at $1.00, as you suggest, or at this $1.10? 
Well, I cannot answer that, Sir. I cannot suggest you 
take either one. I am offering these statements as two 
alternatives. 

Have these statements anything to do with the realities 
of buying or are they simply theoretical figures? 

These are statements I have prepared since I came to 
Calgary. | 

Are you prepared to give us a ficure for the economic 
figure, the correct economic figure for your Regina 
refinery on an economic basis? 

Well, if crude can be bought at $1.00----- 

Never mind "if", there must be somebody that decides----~- 
MR. NOLAN: If I may interrupt. Nobody 

in the world knows what crude in Montana can be bought 
at i quantities requisite for this market until somebody 
goes in there ani buys it. 

MR. COMMISSIONER LIPSETT: If that is correct, Mr. Nolan, 
is it suggested that these five Exhibits are of any value 
whatever? 

MR. NOLAN: They may be of no value to the 


Gommission. They are our best effort to bring before you 


what in our opinion would be the result if this Montana crude 


could be bought at these prices. We do not know and 
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nobody in the world knows until they go and buy. 

That is the point. With the best will in the world 

we cannot help that situation. 

MR. FRAWLEY: Still you have a price? 

THE CHAIRMAN: Mr. Nolan, we assume your 
good-will. Ye think you have called the witnesses as 
requested and as you thought woulé help this Oommission. 
Now, let us be quite clear about this. ile have a posted 
field prico in Turner Valley? 

MR. NOLAN: Yes. 

THE CHAIRMAN: This Commission has been asked 


te answer as to what is the fair and equitable field 


price? 
MR. NOLAN: Yes. 
THE CHAIRMAN: Now, you posted the price, 


your people, and we want to know whether or not - that 

is the starting point - is that price fair and equitable? 
If the evidence establishes to our satisfaction that it igs 
or that it is too lcw or too high, we will answer 
accordingly. But we have preogisely no evidence at 

alk about that by saying if the price in a competitive 
field should be this or if the price should’ be that, 

then this follows and that follows. We have a price, 

Now, the simple thing as put by Counsel for the Commission 
ig we invite you to justify that price. Not justify in 
the sense that you are a wrong-doer at all. But you 

have the price. Certainly, somebody knows why that price 
was posted,in your organization. I cannot conceive of 
them acting blind. . 

MR. NOLAN: | This witness has told this 
Commission it is the average price for these three 


territories, $1.30 for the value of Turner Valley in 
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sompetition with these Other Tislds. That vs ai he 
can say. 

TH CHATRMAN: He does not know the price 
with which he is competing. He does not. He defini tele 
says he does not. 

MR. NOLAN: He does not know the prices 
down there. 

THE CHAIRMAN: No. 

MR. NOLAN: He gave to this Oommission 
his best estimate of the corporate opinion of our company 
as to what the price down there is. “Je cannot do any 
more than that. You ean bring everybody from Montana 
that knows anything about the oil business up here and, 
in my submission , you cannot get from them what this 
price is going to be if a buyer goes into that market 
im barge quantities. It is one of those things that 
remains to be seen. ‘We are not trying to hide anything 
about this price. 

THE CHAIRMAN: | This witness does not, nor do 
I understand this witness who follows him, nor do [I 
understand does Mr. Simpson, have the slightest thing 

to do with saying the price in Turner Valley to-day is” 
anything you like, and we think it is fair for these 
reasons. Now, are you going to bring anyone who is 
able to say that? Ye are not sitting here trying to 
find he ig wrong. But Mr. McGrath has not any idea 
why thet price is fixed really, getting down to brass 
tacks. 

MR. NOLAN: Then he has been wasting the 
last two and a half days of our time, because that is 
what he came to tell the Commission. In my opinion 


that is what he tolé@ the Commission. 
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THE CHAIRMAN : He said "Our company has 

the experience and we fix that price." | 

MR. NOLAN: After consultation with 

people who knew what the conditions then were? 

THE CHAIRMAN: No doubt Someone who was 
present at the meeting when that consultation took 

place would be easily able to say "These are the reasons 
why we did fix this." They may be sound and good reasons. 
It may appeal to us, having regard to what they do say, 
that that price is a just and equitable one, or that they 
should be paying less. But you say wasting time for 
two days. I entirely subscribe to that. If you are 
going to merely say "Here is a witness who can make a 
Galculations from assumed figures" I do’ Say Tt Parton 
no value because we do not know anything about that 
figure. Now, if you do get a ‘price in Turner VYalie, 
there are all the other factors which have been alluded 
to thus far that have their value to the person 
determining this posted field price, which will be caken 
into account, pros and cons of what is good business. 

I would think it would be something more than what has 
somebody posted in Montana to-day. Now, it is that sort 


of witness that we would like to hear. 


(Page 7399 follows. ) 
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James MeGrsth. 


THe CH IRMBN: It may be that your 
Company ¥ill say that ®.e do not propose to produce any 
such person". Of course, then everybody Knows where 
they are at, but that hes not been your attitude up to 
date, certeinly, you are a very astute Counsel, br. 
Nolan, and if you had to prove to the satisfaction of 

a UJourt..... 

tx. NOLADs which I do not have to do 
in this instance. 

tog, Cob tara ls Cuite so, that a certain 
price is right, you would not go about it in this way. 
Wee SOLAD: You see the onus of this 
is not on me, never was and never will be, so far as I 
am concerned. 

THS CHATRIA: @uite so. 

fie. FOLSN: There is no onus OF proor 
on my Company. I come with what evidence I have, I 
bring the people that I am informec should appear to 
give the evidence. If this Commission wents evidence 
from Montana as to the price of Cutbank or Kevin-Sunburst 
fields, they are as well able to get it as I am, and 
there are people who can be brought here to give it, 
but I am before the Commission with what is our best 
opinion of the present price of Montena crude if pur- 
chased to be laid down here or in Regina. 

THE CHAIR?DAD: Now I am inviting you now, 
Mr. Nolan, if you see fit to comply with our request, 
of bringing evidence shoving how the price in Turner 
Valley, the posted field price, is srrived at today, 


by one of those persons, the evidenee to be given, I 


say if you see fit to bring him, by one of those persons 
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games McGrath. 


who sit in Council and determine that it shall be fixed 
at a given price. Neither this witness nor the next 
witness nor the gentleman, Mr. Simpson, who has been 
mentioned, we are told, has a Single thing to say about 
that. Now it may be that you do not want to de that, 
and if so you might tell us, I am just mentioning it to 


you, because that has not heretofore been your attitude. 


MR. NOLAN: Not my attitude. 
THE CHAIRMAN: The Company's attitude. 
MR. NOLAN: I do not think, can we 


do that, Mir. iVcGrath? 

A The proof of whether it is worth, whether Cutbank erude 
is worth (1.00 or 1-10 is purchasing and we have not 
purchased. 

@ Ma. (FLOTKINS: Probably one question will 


clean this up, I suggest you are playing with this 


Commission. 
WR. NOLAN: No, I am not going to permit 
that. ‘'e@ have been subjected to a great deal of coross- 


examination at the hands of :r. Plotkins, but I do not 
propose, with your permission, to be submitted to any 


impertinence by Mr. Plotkins. 


ae PLOTKINS: Wine choaGra th, 1S i% ‘hota 


SS 


Tactecweee 

THE CHAIRLAN: Just a minute. 1. think 
the objection to your resark is well taken. You see it 
may be that we will conclude that in the end, it may be 
that ve will conclude the exact opposite, but it is not 
for you t>. conelude anything ehout it yourself. After 
all you can ask the witness anything you like thst would 


lead to that conclusion, but it is not for you to character- 
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James lMeGrath. 


4d6 his evidence, one wey or the other. 
hms TPLOTKING: I appreciate that and I 
feel that probably due to impatience I used the wrong 
words. | 

gR Po SP bOLKINS * Now, Mr. MeGrath, the 
facts are that when it comes to purchasing orude for 
your refinery, thet you furnish to the parent Gompany 
a requisition, a statement as to your requirements, in 
other words a budget for your requirements? 


4 “hat do you mean, Mir. Plotkins, "the parent Company’ 


« 


I am asking you is that not,a fact that for some time 
previous to Vote gerenents , in other words, the 
refinery department, when it has calculated the number 
Orvoarrels of crude for ea given period, for a given 
territory, submits that information to New York and 
New York, the crude oil purchasing department of the 
otandard Oil of Mev Jersey assigns the proper crude, 
where you are to go to buy it and how such you shall 
pay Lor at? 

A "e buy the arude in Turner Valley. 


Quite true, you do, but on whose orders? 


SD 


4 The orders of the manufavturing department. 


£> 


And where do you get the authority* 

v2) From the demands of the sales department. 

a True, so far as quantities, but where do you get your 
authority to go and buy Tmrner Valley as agoinst 
Illinois or anywhere else, is it not New York’ 

A "Te do not need any authority, we buy Turner Valley as 

we need Turner Valley. 

Q You say, kr. MeGrath, that your department decides just 


like this whether they are going to buy Illinois crude 
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James McGrath. 
or whether they are going to buy Turner Valley crude? 

A Yes, that is correct, sir. 

@ Don't you submit a budget to your perent Company for 
erude requirements for each of these refineries? 

A enbuy. crude. 

() Answer that guestion, don't you submit a budget to your 
head office or to your chief as to the requirements of 
each refinery for a given time ahead of time 

4 Ve supply information to Mr. Simpson that we want so much 
erude oil. 


And Mr.Simpson, who does he connect with or who does he 


& 


work with in New York? 
A Mr. Simpson works in the manufecturing department in 


Toronto. 


a“y 


TPS COUT VAs: 6s 6s 
A Mr. T:cCloskey, Mr. Plotkins, it comes under Mr. McCloskey. 


Is Mr. McCloskey in charge of all the crude purchasing 


2» 


and of all other crude requirements, I will put it this 
way, does Mr. McCloskey worry his head about where you 
are going to get crude three years from now, no, does 
het 

A I presume he does, I don't know. 


You @on't know. Is it ressonable to assume that he does, 


£) 


is he not only concerned with manufacturing? 
A In manufacturing they have to have crude, Mir Flotkins. 


@ I know, but does he have to look ahead for So years or 10 


yeers for crude?‘ 


A He is not a producer. 


So therefore there is a department in the Standard Oil 


) 


or Imperial O14? that looks after the future and looks 


after assigning the amount of crude that each unit needs? 
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James MeGraeth. 


4 r $en1 you we buy Illinois orude, we buy tke Turner 
Valley crude, it is on the orders of the people who 
order for the refinery, in that department. 

Q Do you know or do you not know that they submit a budget 


and get it authorized? 


B I do not know. That would come under the producing 
Gepartment. 
g Mr. keGloskey would know, would he not? 


A He probably would. 

Q Is that the method of your Gompany in all its operations, 
whether it be producing, refining, marketing or transpor- 
tation, to submit a budget for approval for the next year 
or for the next three years or for the next five years? 

A We are talking about Turner Valley crude, you raised that 
point, we are talking about Turner Valley crude and that 
pomorgered Yight heres 


va@it a minute, Mr. LeGrath, you ere not cnly coneernsd 


£” 


with Turner Valley crude, you are incharge of the refineries 
all through, so you buy crude in various fields do you not? 
4 That is right. 
Q So that you are not only concerned with Turner Valley, 


you are concerned with Mid-Continent, are you not? 


A Illinois orude, yes. 

a Illinois crude? 

4 Yes. 

G, And some other crudes? 


4 Oh yes. 

& Gertainly, so who does the apportioning of the market 
for these verious crude oil fields, do you’ 

A “ho does the apportioning of the market’ 


Yes, in other words, whe Gecides the amount of crude to 
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James MoGreth. 


buy from each field? 

A “"@ decide, the people who operate the refineries,in 
the ta nufa cturing of erude, they decide how much Illinois 
erude, if any, and how much Turner Valley crude, if any, 


and they notify Vr. MeCloskey and he orders it. 


g THE CHA TRIAN: Who are these people?‘ 

4b Mir, Copeman and lir.Stewart and people interested in the 
operation of the refinery. 

@ “ho are they? Copeman, Stewart and who else? 

4 Moore. 

Q “hat Moore, we have had two Moores‘ 

i Re,C. Moore. Mr. MeCloskey is interested. 

Q Yes, anyone else? 

A No, those are the heads of the organize tion. 

0. They all live in Toronto’. 

4 Yes. 

a MR. PLOTRIMS: Mr. MeGreth, the Imperial 


is a subsidiary of The Standard Oil of New Jersey? 


A That is right. 


G So it is natural, there is no crime...... 
A No, I know. 
Q Iam not trying to impute acy erime it is natural that 


the Standard Cil of Nev Jersey, being the one organization 
and having its many units in the various 011 fieldsin 

the United States and all over the world, and supplying 

or attempting to supply its various units, subsidiaries 

or otherwise, with crude, it is natural that they vould 
have the final say, they are in a better position, are 


they not, to see the world picture or tne compe titive 


picture, than your company sitting in Toronto: 
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and it is up to us to pick the crude to suit thope markets. 
Q Without any final say from New York? 


A I do not know. 

Q Then yok do not know how the requirewents for each refinery 
is set, in other words you do not know what determines the 
policy? 

A I am not, iire Plotkins, in a position to speak on tho policy 
of the company. | 


Q 50 is it not a matter of policy then, where that crude will 


come from? 

A You atarted on Yurner Valley and I told you in respect of 
Turner Valley, I am talking about Turner Valley. 

THE CHATRIIAN: ' The witness has said, ir. 
Plotkins, that he has nothing to say about policy. 
Re PLOTKINS : No. 

Q MR. PLOTKINS;: well now, iuxe MoGrath, if that 
is so, that there is a question of policy that enters into 
the pu. nasing of crude and you agree with that, do you agree 
with that, with this fact, that there is a question of 
policy? 

A We are dealing with Turner Valley and I am telling you that 
Turner Valley, the purchase of Turner Valley is handled right 
in the manufacturing department in Toronto under the headsof 
the men that I named there. 


True but even in your own manufacturing department-=-- 


THE CHAIRNAN: The suggestion of course is, lire 
MeGrath, that someone from the Standard Oil of New Jersey tell; 
these men what to do and about that you are not able to say? 


A Well I am telling you then, sir, what I know and I am telling 
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te 


you that Turner Valley erude is ordered by the manufacture 
ing depart:ient and purchased by iire Simpson in our depart-~ 
ment. Now that is what I am telling you. 

MRe PLOTKINS: That is true, but you do not 
know why now; cannot you tell us then as a final and a last 
resource, why your manufacturing department has submitted a 
budget in 1928 for 1939, that those figures are subject to 
revision in New York or maybe it is in Toronto, so a8 to 
adapt them to the policy that your company chooses to follow 
for the year 1939; have you not said to us that the question 
the difference you have allowed to value Turner Valley crude, 
now th: t is a matter of policy? 

Yes, that i8 a matter of policy. 

It is not a matter of economics? 

No, it is a matter of policy. 

Is it not natural to assume that head office when it comes to 
choosing between Illinois and Turner Valley or some other 
crude, that a question of policy enters into it? 

I have told you, i:r. Plotkins, and I repeat it, about these 
purchases of orude oil. 

Well now-<-~ 

So far as Illinois is conaerned~-«- 


Any justification, the question of justification, the taking 
$1.10 as the starting point for Turner Valley? 

Well what is it, you tell me what it is then. 

The fact remains that you are in complete control of the 
marketing of crude oil for your own marketing requirements, 
in other words no one gan displace your products in your 


own organization unless you let them do it, is that not cor- 


rect? 
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J MoGrath 

A Nobody can displace the products in our own organization. 

Q Yes? 

4 I don't understand that. 

Q In other words if crude is worth 10 cents a barrel in Cut~ 


& & DD & 


> D2 fF £ & 


bank and you chose to ignore it, they couldn't come in and 
turn your markets inside out? 

Who couldn't? 

Ir other words they couldn't impose themselves on your 
organization? 

Who? 

The Cuthank producers? 

Z don't knows crude is not 10 cents a barrel, though. 

Let it be what it like, as a matter of aeking you the 
question and it is a fair one under the circumstances and 
you should be able to answer, that ne fact remains that 

you are in charge and you control your own refineries and 
marketing organizations and you buy the crude where you see 
fit and no matter if I come along tomorrow and offer you a 
million barrels of Turner Valley crude for 90 cents, you cap 
pay “Well it is just too bad we don't want it" and I can do 
nothing about it but go to your market? 

You are talking about assumptions. 

Truee 

Theoretical things. 


Yes? 
I am not talking about theoretical things. You are assuming 


you have ta pay $1.10 ana I told you the reason we didn't 


know what we have to pay, because we have not bought it and 


I am offering theacfor what they are worth. 
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Then why are we basing the price of crude in Turner 

Valley on an assumption? 

Well I don't know, you tell us how to base the price of 
crude. 

I am suggesting to you that your company is in a position 

to impose whatever price, within limits of course, it sees 
fit to impose in Turner Valley, is it now, is that not cor- 
reot? 

Well there is such a thing as fairness in business, ir. 
Plotkins, you have not overlooked that. 

Fairness in business from what standpoint, from the stand- 
point of the competition? | 
There is fairness in business, we are not going to drive the 
price of Turner Valley crude down, we are not going to raise 
it, we have to be fair about this thing. 

Fair to whom? 

Fair to everybodye 

I thought that your first consideration in fixing the price 
was cconomics? 

That ig right, and I told you that we extended the territory 
into Winnipeg, well what was thet, was that fair or what was 
it, I told you it was uneconomical. | 

Then there is no basis for your suggestion to the Commission 
that we should take into consideration the $1.02 as the start- 
ihg point in arriving at the price? 

I didn't suggest anything like that, I just pointed that out, 
Mr. Plotkins, I just pointed it out. 

Then there is no basis for this last statement? 


You can assume what you like, Mr. Plotkins, I have offered 
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those statements for the guidance of the Commission and 

you can assume what you like. 

Whet is your opinion about basing the price of orude on 

the §1.10 in Cutbank laid down in Calgary instead of Re- 
gina? 

d have not mademy figures on that. ijoula you suggest figures 
on that. 

No, I am not concerned with what the amount is, 2 am concerned 
with the principle; do you see any sound reason why we should 
not base Turner Valley crude on the cost, on the starting 
figure of w1.10 at Cutbank plus freight and duty and handling 
Gharges to Calgary instead of to Regina? 

Then you are going to disregard negina as a competing point. 
Yes? 

And you are going to stick strictly with Alberta. 

With Alberta as the starting point? 

Well you can do anything you like, lire. Plotkins. 

But I am asking you for your opinion, that is apparently 

all we can get, is opinions and I am asking for it? 

As I said if Turner Valley is being run at Regina, the 
furthest point determines the price of the crude, pro- 

viding it is a fair price, I think that is sound, is it not. 
No, don't you think, Mr. MeGrath, that the fact is that we 
have a territory, the fact is that there is a dividing ter 
ritory between the United States and Canada and the further 
fact that we are all controlling our on lines, in other 
words what I mean by that is, the producer cannot in a short 
time come in here and establish his crude, and having those 
factors in mind, what is there to stop your company or ny 
company or any other company from deciding to base our price 


on Calgary instead of Kegina, which would have the effect of 
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automotically raising that price? 

A 4s I say the Illinois crude would come in. 

Q Why, being wo all control our markets and will not buy 
Illinois crude? 

A There is such a thing as economics, if you raise the price 
of Turner Valley crude, it can only move so far against 
another crude, a competing orude, Mr. Plotkins, you cannot 
get away from those facts. 

Q You mean you cannot see how we oan disregard the economic 
factor of Illinois crude competing in Westerm Canada? 

4 I do not see how we oan, no. 

Q Will the Illinois crude come down to Galgary? 

Oh I do not imagine it will get that far, not at the present 
prices. 

Q It will come so far and not go any further? 

A Yes, that is right. 

Q Your company has in the past, it has levelled off by weighing 
averages on the crude prices which took care of a situation 
Like that, I eon by weighing, the different territories in 
the manner you have explained tm the Commission, you do ef- 
fectively shut out, if you so desire, any erude from any 
particular territory, if you go down low enough for that 
particular territory? 

A If you establish the lowest price, yes, you shut it out. 

Q But Z uean if Illinois crude competes in Southern Alberta to 
the extent of 2000 barrels a day, your company just simply 
uses its best judgnent in ascertaining the territory that it 
Gan compete in and provides in your weighted avorage for that 


2,000 barrels a day by a price low enough to take care of that 
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competitive Situation? 

Southern Alberta, Illinois crude would not move into there. 

I am citing an extreme Case, it doesn't move into Southern 
Alberta but it moves into Nanitoba? 

That isa fact. 

You oan effectively do the same thing over any part of the 
West, is that not correct, by the same methods? 

I do not understand your reasoning at all, I cannot follow 
you at all, I am sorry. 

You ask or at least you are in a position to impose a price 
that effectively . protects your company against any conm- 
petitive crude in any given territory without any loss to 
your company by this device of weighted average for a given 
territory? 

T explained that weighted average. 

There is nothing wrong about it? 

And I explained the uneconomic side of it, I explained it and 
that is the way the price is posted and that is all there is 
to it so far as I am concerned, Mr. Plotkins, that is what 
happense 

Well if you choose a posted price on Turner Valley based on 
Calgary, might it not result in this, that while you would 
allow the Tllincis crude to encroach, that you would let it 
in and compete on an economic basis, but at the same time pro- 
tect the Turner Valley to the extent of a better price for 
what it did sell? 

Well I have gone over that thing so many times, that when you 
raise the price, the Tllinois arude cowes ine 

Now we will assume that it does come in? 


Yess 
You are assuming that we raise the price and you ask me tho 
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results and I cannot tell you the results and nobody can 
until you raise the price and then you will probavly find 

out the results; give us a starting point and we will make 
Calculations for you and tell you where these things come 
about. 

I an not asking for calculations, because after all oaleu- 
lations, unless we have the facts behind them, and we are 

not in possession of those? 

TH CHATRL.AN: iiqually, mre Plotkins, there 

is very little use in pursuing questions of policy when the 
witness says, quite frankly says, that he is not the one who 
determines or participates in the determination of policy. 

MRe PLOTKINS: Of course I understand to the 
extent of Turner Valley, ir. McGrath said he did take into 
consideration the question of development and the advantage of 
raising the price. 

THE CHAITwiAN : Quite but when it gets right 
down to final policy to the extent that you are questioning 
on policies, Mr. McGrath, according to his own avidenco is 

not able to speak. Therefore there is no purpose in pursuing 
matters of policy. 
wiee PLOTXENS: In valuing the crude ,of Turner 
Valley crude for the Kegina refinery, you did not take into 
consideration their higher tank waggon prices in the Regina 
territory? 

We aid on costs, Mre Plotkins, the replacement cost of crude. 


You mean you worked back your costs from the selling price? 


Wo .the selling price has nothing to ado with this, we took 
replacements costs of crude. 


But what I am trying to ask you now, is when you say that 


Kegina has to move, that the crude to Regina has to move 
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at $1.15, that is putting it on a par with Gutbank? 
Yes. 


And it does not take into consideration the acded margin 
that accrues to your company from the fact of higher tank 
waggon prices in Saskatchewan? 

No, it doesn't take that into consideration, it is strictly 


GOSt. 


“You ignore the fact that you are getting a highor price, 


Which it does permit you to absorb the freight in any ship- 
ments you make to Regina; you are not concerned with that? 
No, I am dealing with costs, Mrs Plotkins. 

In that case in Saskatchewan you disregard any advantages of 
higher tank waggon but in the case of Coutts you deduct from 
the value of the crude the cost of shipping, at least of the 
extra cost of shipping the refined product? 

That is in the case where we closed down the refinery. 

Yes? 

We glosed down the refinery» 

You do not attempt to offset one gain with a loss, you take 
the gain in every case? 

E don't understand. 

I mean when you have deducted from the value of crude, 

Turner Valley crude, an amount sufficient to lay it down into 
the Coutts territory, it reduces that price to the extent that 


you claim that 92 cents is necessary to comp lte? 


That is right. 


And vou have penalized that erude to the extent of the additional 


freight? 
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A For that amount of it, that is right» 

Q But when it comes to Saskatchesan you do not offset against 
that penalty the advantage which your company obtains in 


maintakning the higher tank waggon price? 


be. 


Do you Know whether they maintain a higher tank waggon? 


Q It is certainly higher than Calgary. 

A Do you know the facts? 

Q It is self-evident. 

A Do you Know the facts? 

a What facts? 

A That we maintain a higher tank waggon price? 

Q Gertainly? 

A I am asking you the question, dc you know tmt? 

Q Yes I do? 

5 Can you prove it, that we hold up the price there? 

Q Oh I am not saying you are holding up the price; now there 
is nothing, you don't want to take anything I say that 
seriously, the fact is that there is a differential be- 
tween Calgary and kegina as to the tank waggon prices on 

the refined products? 

J\ I presume there is. 


Q And the basis of it is that it costs more to Ship the crude 
to the market? 
That is right. 
That is right? 


Yes. 
one hand you have made the crude compete with 
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So that on the 


another crude? 


A Yes. 
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And in the case of Southern Alberta, you have penalined 

the Turner Valley crude? 

If we were going to shut down the Regina kKotinery and 
oporate from Calgary, you would have the sane situation 

but we closed down the Coutts refinery ‘and consolidated 
those operations in Calgary and continued to run the Regina 
refinery. 

That is perfectly logical from the refinery but when there 
is no connection between the refinery and the market, you 
say cach one stands on its own feet, doesn't it work out to 
the advantage of the vompany that they take advantage of all 
gains and deduct all losses? 

THS CHAIRMAN: what losses. 

MRe PLOTKINS: The cost of laying it down in 
Coutts and in the case of Regina where you have a higher tank 
waggon, I mean prevailing tank waggon, which is based to take 
care of the extra freight, that is the basis of these higher 
tank waggon, is the cost of the product less freight? 

That is right. 

Now why don't you offset the advantages that acorue to your 
company in the Regina or Saskatchewan territory against the 
disadvantage that accrues in the Coutts territory? 

I do not know, do you siean so far as cost is concerned. 

Take and level off, you do that in the weighted average of 
crude? 


Yes, in the weighted averages 


Why don't you take it and tie the two together? 


What two? 


Why don't you let your right hand know what your left hand is 
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doing? 

A What two? 

Q The facts we are concerned with is the additional price 
which you receive in Kegina, Saskatoon, and so forth, 
which is based on a higher freight to lay it down from 
Calgary, why don't you offset one with the other?? 

A You will have to speak to wire Halverson about prices, I 
am telling you about crude. 

Q He will tell me the same as you do, he will say "ZI don't 
know , L am only concerned with marketing "and he will say 
"Well I don't know", but there is a point there is there 


not? 


(Go to number 7417) 


eh 4 


. i 


es ae sy na sO 0qeR, A 


, : Bra Te +, 
ras Ob ‘ Fe fie s 
any ane’ Cate PSs 5 tetht. a t ogh 
pei re I ie Rin. hme SL he wet TORN 


. ies Of MAIN ET SRM pk oe vey SIRE 
ya iT 
' is A v4 cit Vy epee Bhat es nae nod ® xan Py, 
/ 5 a 4 ies teem Wisin " Lea He es p 
? at 
™ , 4 ” 
yay RN LLORAS Bae ORR Ns ae, o, rn vial! ft 
| ee all wt o, A d 6, as 
¥ itd Ay yi ae a 
3) Bk se nk Ok sg SR ug nS & ait oct ‘Le 
i - “ 7 Sry oty i oad oie ? Ps ms ; ; as) 6 a Bm , ae va 


i 


T-2 


~7417- 
James NMoeGrath. 


& The proof of the situation,,iir. Plotkins, is to file a 
complete statement of operations for the year 1938. 


Then you can judge whether we hsve been fair or unfair. 


Ls 


On Friday in your testimony you gave us the information 
that Imperial Oil paid a buying charge of 5 cents to 


purchase Mid-Continent crude, that is correct, is it not? 


A iopresume it is. lait will I see. That ‘is right) aime 
Plotkins. 
q That presumably covers the expenses of the firm that does 


the purchasing for your crude requirements? 


4 Yes, Ivwould say so. 
q Is that firm a subsidiary of your compa uy? 
A I think that question was asked before, and Mr. Nolan 


asked Toronto for some information on who we had been 
buying Illinois crude from and Mid-Continent crude. 

I think the Ghairman asked that question and the infor- 
mation was supplied? 

LR. NOLAN: Yes. 

We PROV LEY: Tvio companies, the Carter 
Company and thc Humble Company purchased the crude. 

MR. MOLAN: IT think even the percentages 
of purchases wes gone into and the exhibit is now part of 


the record. 
e MR. PRLOPTEKINS: “hy does not the parent company 


my 


pay the Royalite 5 eents for the same service for Imperial 


OLL? 
THs ChbTRMAT: I know you did say that the 
Humble Company was a Subsidiary, but Gid you say Carter’ 


Mr. NOLAN: No, «Ey didriotweayneosmeit I 


be al do not remember whether it is or not. I think the 


evidence was that the Carter Oil Company did some of the 
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James MeGrath. ~7418- 
pur chasing in the Illinois field or one of these American 
fields. 
VR. FRs' Lay: The same statements covered 
the relationship between the Carter and the Jersey Company. 
THE CHAIRMAN: Dic it show it was a subsid- 
jary? 
line FRA LAY: Yes, and the percentage of 
control was there. e€ can take it for our purposes that 
the Carter Company and the Humble Company are subsidiaries 
of the Standard Oil of Mew Jersey. 
Mi. COMMISSIONAR LIPS:TT: Not of the Imperial Oil‘ 
Mie EE Tacit No, they are Smerican Com- 
panies. 
ie CHAIR AW: If we are all agreed that is 
so we need not put you to any trouble ix. Nolan. 
Mie CLA: As I heve forgotten. There 
was a percentage control contained in the telegram. 
fk) RAS slat Ys It went into it very well, 
and gave us the percentage of control. But if the Commis- 
Sion simply wants to know whether they are subsidiaries, 
they are. 

a Mp. PLOTKINS: -@ will assume they are 


subsidiaries. 


TH CHATRIMAN: Well, I understand thet is 


established. 
TRY: Yes, there is no question 


ioxe 


RY a e +» 


about that. 


Me.) PLOTINE: “hy does not the Imperiel 


2 


Oil pay the Royalite 5 cents a barrel for purchasing 
erude oil for its account, do you Know ? 


A I do not know, ix. Plotkins. 
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James McGratk. 


¢ “Ould not that 6 cents a barrel produce considerable 


revenue for Royalite? 


A I do not know. You will have to ask Royalite. 

a “hether it would produce revenue or not? 

4 she fects are we do not, that is all. 

C Does your tenufscturing department concern itself, when 


you are establishing weighted prices, vith the independent 
refinery competition in “.estern Canada‘ In other words, do 
you weigh your final price at Regina, Calgary and every 


other place where there are independent refineries..... 


A The posted price you are speaking oft 

zt The final price? 

4 Ko. That is based on Imperial. 

ie You arrived on January 5th, 194%, at an average price to 


post of $31.30 for 48 gravity? 

A Yes. 

" “hen you finally arrived at that did your manufe cturing 
department concern itself with the conjecture of what 
that price meant, the cost laid down to each independent 
refinery in ‘‘estern Canada so as to see its position in 


the competitive field? 


ve) No. 
G Do you concern yourself with that? 
A No, we have not. 


ip) 


Some other department looks after that: 
A Mo, I would not say that. The manufacturing does not and 
I do not know of enybody thet does. 


Nobody that looks after the competitive factors’? 


> 


& As far as sales are concerned, the sales department looks 
after that. As fer as the refinery is concerned..... 


C You are anxious to put each refinery on a competitive basis 
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with every other refinery in this territory? 


4 Yes. 


Le 


so that it would be reasonable to assume that when you 

Suggest..... 

A “@ do not know how you carry on your operations. Unless 
we knew that we would not be able to know how you 
opera ted? 

Q You would know how much it would cost me to Lay down a 
barrel of crude, or anyone else in tvestern Canada? 

A It is just a matter of adding freight and transportation but 
as far as your operations are concerned and what products 
you make or how you operate, we do not know anything 
about that. Those factors would have to be considered. 

e And is it a vital concern to you as a refiner to know 
of such factors, as to concern yourself with my ovn or 
other refiner's original cost of the rav product’ 

ws) I told you we do not make any calculations on your 
refinery or anybody else's refinery, «xr. Plotkins. 

7 So that final price of ,1.30 is not weighed against the 


competitive situation insofar as your department is 


concerned? 
my It is averaged on the Imperial situation, hr. Plotkins. 
a New we will take the situation where we will assume you 


have arrived - we will assume the price of 41.2 you 
arrived at on January Sth, 1938. Assume your marketing 
department and your head office found that price for 

erude, the cost of the refinec products in some of the 
serritories or all the territories was such that due to the 
competitive conditions of other refineries or importations 


that it did not yield a profit, would you allow this 41.306 
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to remain? 


A That was based on competitive costs, ly. Plotkins. 


2d 


You mean then that your refinery department and your head 
office or your general manager would just say "ell that 
is the economics of it. It amounts to plLe3O irrespective 
of whether we can make qa profit or not, we are going to 
pay 1.30," is that what you say% 
4 Tnat is based on economics and that is the fact, on cost. 
G I am asking you whether after you have determined the 
price and after the genersl manager has informed himself 
of the value of those products refined in the territory 
that he has to sell in, and after determining the fact 
he is not going to be able to sroduce a profit for his 
company due to competitive conditions, do you say then 
he would not recommend a lower price, so as to allow your 
company to operate at a profit? 
A We have not faced that situation in these figurations. 
Q Competition is maintained or at least is taken care of 
in some other manner’ 


A I do not understand you. 


Q You have never been faced, the Company has been suecessful 


in maintaining a condition and produced at a profit in 


your calculations? 


4 Not alweys, no. Volume determines the profit, ir. Plotkins, 


to a great extent. 


In the refinery department when you weigh the value of Turner 


2D 


Valley as against Cutbank don't you teke into considere tion 
the fact that a very low market exists for fuel oil1 in 
“estern Canada, and that when refining Turner Valley you 
are faced with less problems in regarc to disposing of.... 


4b That is taken care of in these calculations, when we take 
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A) 


#) 


52) 


2D 


sD 


ep) 


out the additional fuel oil that is in Cutbank crude as 
compared to Turner Valley. 

It has other values besides the economic value. I mean 
besides the figure value. It has the additionsl value 


of not forcing your Company to dispose of that fuel either 


@s coke or to create markets. In other words, you can 


handle your refinery operations at consideriable less cost? 
we have always been able to dispose of our fuel oil. 

In the Calgary territory? 

Yes, in the Galgsry territory chiefly. #ither as asphalt 
or fuel oil. 

For some years you coked the residue’ 

Yes, but that is some time ago. 

Because you had no market for that fuel oil? 

Well, probably to meet a situation at that time, and 
probably to maintain the yield or something, I do not 
know. It is a long time back. 

There is an advantage outside of the dollar and cents 
advantage in processing Turner Valley as ageinst Cutbank? 
I do not know where, Mr. Plotkins. “@ passed on all the 
adifferenge in the yield to the Turner Valley and brought 
it to the comparative barrel. I do not know where there 
is any advantage in it. 

Is there a very good market for fuel oil in estern Canada? 
“ell we seem to dispose of our fuel oil. 

You know when there is no accumulation of fuel oil it is 
Ho problem, or do you? 

"le? 

In your different refineries in the vests 


Not that I know of. I do not think it is any problem. 


By purchasing your crude on a compstitive basis, strictly 
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Se [O° 


oy» 


edotiomi¢ fadtors involved, that gives you the lowest 
possible price for crude oil at any Ziven points f 
mean under the present system of making Turner Valley 
compete with some - well I would not say imaginary - 
but some probable other competitor. That puts your 
price of crude down to the lowest competitive value’ 
Yes. 

Now that assures the refining department of a competitive 
position’ 

Yes. 

On the other hand the marketing department also acts on 
the same basis. In other vords, it does not care what 
it costs to produce a barrel of gasoline. It picks up 
a galion of gasoline in Regina with what any competitor 
can produce it at and sell it for, irrespective of the 
cost of the crude oil or refining. In other words, 

the tank waggon is also on a competitive basis: 

I presume so. 

That is for refined products? 

I presume sSO- 

So that by that system we heave the refinery buying at 
the Lowest possible price and the marksting department 
selling at the highest possible price. 

“ell I do not know anything about marketing. You are a 


marketing man. Iam not, “x Plotkins. You will 


have to ask ir. Halverson about that. 

You stated to ir. Frawley on Friday that the main reason 
for the drop in the price of crude oil in Turner Valley 
from 91.52 to ,1.30 was the lower tank waggont In other 


wards, your Company reduced the tank waggon price in 
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this territory on all finished products and that was 
the basis for your reduction of the posted field price 
in Turner Valley. 

A No. The tank waggon price reduction followed the drop 
in the price of crude. 


So that you first cut the crude and then you followed it 


£) 


with a reduction in refined product prices‘ 


A Yes, I would say that. 


& And the resson for thet reduction in tank waggon prices 
is because of the drop in crude? 

A Yes. 

a Well now, since that date there has been a drop of 4% 
cents a gallon on an averags for all products and no 
reduction in the Turner Valley posted field prices: 

How do you explain that* 
A There has been a reduction of 4% cents? 


4 Yes, tank waggon, 3 Star, the published tank waggon on all 
products has been reduced in the last almost two years, 


anyway since January 5th, 1938, by 4% cents? 


A That is a surprise to me. 
& It surprises you? 
A AE IGENTS. 1Sis- «00% 
PUG CHAIRILN: Theat is refined products you 


are speaking about’ 


Mi. 4=PLOTKIMS: nefined proaucts,yeae Mre 
Cottle could probably inform us accurately. This is just 


from memory. 


THS GHATRMAN: There is a suggested reduction 


of 4% cents in refined products in the last two years: 


4 Since January Sth, 1938, he said. 


Me. COTT. 2: The tenk wezgon price, 6 Star 
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January Sth, 1938, was 17 cents. Todsy it is 164 

cents. 

WR. FLOTELNG: “hat is the tank waggon 

on the other products? 

MA.GOTTL:! The tank waggon on January 
6th, 1958; on dsso was 19% cents end on trector gasoline, 


which was Acto, 144 cents. 


eos LOTK TNS: ‘hat was it on Janusry 5th, 
19388% 

1) CORLL Those are the prices. 

ME. PLOTKIN: Ané what are today's prices? 
MR. PRS LaY: Calgary tank vaggon? 

Mies? PIO GL LIC s Yes‘ 

ee MERA TING: 4cto 14 cents less 13. 

MS. PLOTKINS: And less 2% effective 


yesterday morning or this morning. 


MeyeCorTLe: : That would make it 114. 
Pesan oes aks Yh 8 No, chs wlotkins dd New 


that 24 that went in over the weekend does not take in 
the City of Calgary. It takes 5 points immediately 
adjacent to the City of Calgary, but the Calgary tank 
Vaggon is still 14 less 1%, on acto gasoline. 123 
cents in other vords. 
MK. COTTLE: 7 It was 14% cents on 
January Sth, 1938. 
Mie PLO TAKS: I won't pursue that question 
because I think I have more information that will make 
4t more intelligible to pursue that examination. 

Q “hen the production of one field, ir. MeGrath, clashes 
with the production of another field in the matter of 


price or in the matter of markets, is it not fair to say 
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that that is arranged at New York by the Standard Oil 
of New Jersey producing department and marketing depart- 
ment of crude oil? 

A when Turner Valley clashes with iMontana? 

( I mean just dealing with the principle, forgetting about 
Turner Valley or Cutbank, because the principle applies 
throughout the industry% 

A I do not know. I told you before I could not answer 
these questions. ‘e are talking about Turner Valley. I 
told you about Turner Valley, Mr. Plotkins. LA 

G I understood you had a general knowledge of erude oil 
and why the prices should prevail and why they move this 
way or that way. I am bringing out you have had a lot 
of experience in your Company and you would be familiar 
with some of these angles. Is it not logical to assume 
that, Mr. McGrath, is it not logical when a new field is 
developed and begins to clash with another field, ahd if 
your Company or its parent could effectively deal with 
the situation through its own facilities or other subsid- 
jaries or associated companies, that the logical thing 
to do is to come together and absorb the extra production?‘ 

A You are asking me to assume some theoretical picture. But 
I am not assuming anything. I do not know and I am not 
assuming. 


Pasa not asking you to assume. I amasking you if that 


sD 


is not the logical thing, if that is what happens in the 


industry. 


THE CHAIRMAN: He is not bound tod give 
his conclusions. This witness has not got to reason for 


you whether it is logical or not. He says he does not 


know what happens on questions of policy. He has not got 
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to give either conclusions of fact or conclusions of 
law, except insofar as he poses as an expert, and his 
Opinions will be examined. 

Migr io uct No: Mr. Frawley, the other day 
you submitted a statement as to the price of naphtha or 
crude to justify a drop in gasoline prices. I do not 
recall the number. 

Nite hae Lays Iam not clear. ~ 2 donot 
follow you. 

Deter oO ERTL PS: last Friday there was a 
statement submitted showing the price of erude dropped 
and as a result of that drop in the price the refined 
product prices went down. There was a Spread. 

Mi. FRA Lay: Exhibit. "26%". epee aes, 


goes to May 1934. 


G lo LOT. Ihs: Exhibit "267". 60) thaw time 
I understood you to give this detcil - you used the 
statement as a basis of the reduction in the price of 
refined products, the basis of the reduction in the 
price of crude‘ 

yy This Looks like a historical record. 


rem) 


Yes? 
A From 1925. 


You notice it says "Basis 15 cents Imp2riel gallon 


2D 


under Calgary tank waggon price, Premier gasoline." 


4 Yes. 


Is it not correct to say that the reason that there 


cp) 


4s a definite differential between those prices and 
the field price..-.. 
4 The field price of what: 


a Of naphtha? 
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A Of naphtha? Thet is 1925, yes. 

G Is it not correct to say that because naphtha was an 
article that went directly into commerce influenced 
tha tank waggon prices because it had a differential? 
You will have to speak to Mr. Halverson about that. 

q But you aaswered Mr. Frawley‘ 

No, I did not answer Mr.Frawley. 
MR. FRA} LAY: There was not any answer 


about, itiabjall. I simply filed it, Mm Plotking. 


q Me. “PLOTRAENS: You are not ina position 
to tellus that because naphtha moved direct to the 
farmers that was the reason for basing it so much under 
the tank waggony 

A Not now. 

©) In other words, to relate it to the refined market price? 

A dado not Know anything about this. That is. backiime i920. 

Q De you use the National Petroleum News as the basis for 
arriving at the value, or the posted prices in the dif= 
ferent fielés on products? In your celculations? 

A Platt's Oilgram, or some of those. If you want an 
indication of priceS...«. 

Gi In other words, when you want to know the basis for the 
different competitive values you inform yourself through 
Platt's Oilgram or the National Petroleum hkews?r 

A If the prices are posted there, yes. 

PVE CHAIR AN: What is that first name? 
MR. PLOTKINS: Platt's Oilgrams. 

Q You are aware of the fact the United States Government 

a prosecuted the principsls of both those publications? 

| A No, I do not know that, Mr. Plotkins. 


q If I say to you that they were convicted of creating 
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fictitious markets and that they were fined as qa result 


of that, anc as a result of that plus other disclosures.... 


Ee CHA TRIUAM: Now e 
MR. PLOTHINS: Ivant to point out to him 


it is not then to be relied on? 

A “ell, have we used in these calculations Platt's Oilgrem 
or the National Petroleum ‘ews. ‘here’ 
ee RA LEY: “e have not even got that 
to use, have wet 

Q Mitieh i lg0 Ti. TS: But you did make a statement 
that your Company invsriably, for the purposes of deter- 
mining competitive values, used the posted field prices 
of products, is that not correct?’ 


A sure. 


89> 


In general that is whst you dot 
A Yes. 


So that if, and it is the fact nov, that these publications 


g—Y 


that your Company happened to be interested in, directly 


or indirectiy..... 


A Pardon, what was that remark you made? what was that 


remark you made? 

Q It is a remark that is in evidence. 
Me. NOLAN: Allow ir. Plotkins to 
quarrel with me rather than you. The suggestion is that 
you are directly or indirectly concerned with this publi- 
caticn that seems to have got into some difficulty? 


4 Let me tell you abottt these publications. It is part 


of the record too. It is considered a good magazine, 


but it is not what we rely on when there is a change in 


the price of crude oil. You get notifications, bulletins 


and thet sort of thing from Platt's Oilgramand these 
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Jane s McGrath. 
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Fem) 


people when these changes take place. But you would not 
make a calculation based on that unless you had other 
informa tion to suprort you and that sort of thing. 

Wie) eta eo he 8 “hat astablishes the posted 
field price in the main. ‘’e are not dealing only vith 
Alberta. So that the Commission might understend the 
background of the oil industry we must deal with it in 
general. Otherwise the Commission vi1l1 never know the 
reason why ,1.00 or why 1.10. You understand, was 
MeGrath, the figure on refined products is what determines 
the original basis for the posted field prices, or do you 
know? 

I have seen the tank waggon price lower than the price of 
orude. 

Possibly, but you Know enough about this business to know 
that the tank car market is what determines in the first 
place the value of crude in the Mid-Continent? 

I do not know. 

You do not know that? 

No. We do not establish ‘the price in Wd-Continent. sod 
do not know. 

If the tank car market is fictitiously reported, it might 
affect the posted field prices in different fields? 

Do you say producers of erude oil buy and sell on an 
article like that? 

No, but they do buy and sell gasoline, in fact contracts 
are made based on Platt's Oilgram snd the ational Petroleum 
News, reported markets. Or do you know that’ 

No, I do not know thst. I imagine if you want to buy 
gasoline you would go to a man and say ".ell I offer you 


so much for your gasoline” and he would ssll or he would 
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not sell. 
q Is that the way you understand this gasoline business 


works? You go and offer him so much? 

4 What? 

Q That we go and offer him so much? Is it not that we 
base our value of gasoline on the existing markets? 

4 I do not know what you hase it on. 

@ sO all of these considerations, you in your capacity have 
no knowledge off 

A No. You can discount me as much as you like. I gave 
you the facts as they are here. You can discount me just 
‘as much as you like. 

q@ That 1s not the spirit I want to put it to you tn? 

A I am told I am not competent and so on, but you can discount 
me. I have given you the facts as best I can. If I have 
not been explicit it is something wrong with me. I am 
not trying to hide anything. Iam trying to give you the 


story and trying to make it as clear as I can. 


a Mr. MeGrath, there is nothing that you should get alarmed 
over. The facts are in your organization you are an 
expert. In your own department, within the limits of what 
your Company requires you to do, is that not a fact: 

A I have never beem called an expert. Thank you. 

G You heve had long years of experience in the position 


you occupy and you can certainly deal with the questions 
that come in front of you, is that a fair assuiption‘’ 
Tt Goes not necessarily mean you have concerned yourself 


with what makes prices, unless you were a student. In 


your duties you are not called upon to do that. <o 
there is no reflection on your ability because you do 


not happen to know these things. I do not went you to 
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James MeGrath. 


take it that way at least. “ho in your refining organ- 
ization would make up the budget or the statement that 
would show your future oil recuirements in your different 
refineries? 


A The volume, Mr. Plotkihs‘ 


q Yes? 

A They are made up in the manufacturing department. 
They make forecasts of how much crude we need. 

G who makes that? 

A Different people meke different parts. Mr. Copeman 
has a part and Mr, Stewart and all these others. 

( “ho finally 0.k.'s your statements’? here are they 
submitted? Is it your general manager ir. iscCloskey who 
wien Seca and. the tide. the, end) ofmiie 

4 I do not know what he does, i'r. Plotkins. 

o You, are. not in e position to, tell us that? 

A No. 


(At this stage the Hearing was adjourned until 2 P.W.) 
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2:00 pb. m. Session. 


re £2 ee 


MR. PLOTKINS: I would like to ask permission 
before I proceed with Mr. MeGrath to go on the stand 
myself and file some statements and explain them to the 
Commission, in connection with some of the figures I have. 
THE CHAIRMAN: Has it some bearing on the 
further examination of Mr. McGrath? 

MR. PLOTKINS: Yes. 

THE CHAIRMAN: would you mind stepping down, 
Mr. McGrath? 


oo@0e®@ @ Ce 60 FAC RO aH +e 


LHON L. PLOTKINS, having been recalled, examined 
by the Chairman, said: 
You are still under oath, Mr. Plotkins? 
Yes. 
What is it you wish to put forward? 
I wish to file a statement of Imperial Oil Limited, price 
reductions, country tank waggons, F. 0. B. Calgary, for 
the period from September lst, 1937, to date, or at least 
until September 9th, 1938. 
Now, you have produced a statement, what about it, Mr. 
Plotkins? 
Well, I want to show that contrary to the figures which 
were submitted by me that information supplied by Mr. 
Qottle, which was based on the Calgary City tank waggon, 
there is a distinction, I want to explain between the 
Calgary City tank wagzon and the Calgary price; the 
istinetion is that the Calgary City tank 


reason for the d 


waggon works to supply to certain stations in the City, 
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and as the eee station business is primartiy: 

well, it is 95% in the hands of the major companies, 

they do not have to take into consideration competitive 
Situations because no one can go in and atc: that 
Situation, so that these prices which I am now submitting 
are the effective, F. 0. B. Calgary prices to the 
consumers outside of the servico stations. 

Yes; now, that is this statement which you produce 

to us? 

Yes. 

You have been working away with Mr. Cottle about it 

for some minutes? 

Yes. 

7s it still as it stands in our hands? 

The final result is still the same with two items that 
Me. Cottle is not in a position to verify, the Diese? 
and the taxable distillates; the final result in the 
bottom line is the same as I have submitted; the varia- 
tions that he has pointed out to me, = cent or 

in some cases 1 cent, I am not in a position just offhand 
to say why his figures and our figures do not correspond 
as of the lst of September, 19387. 

Where did those figures come from, where did you get then, 
where did you make the tabulation from? i 
We inform ourselves from time to time from the Imperial 
Oil what are the current prices; that is, we 'phone the 
office, sometimes they supply them to us and sometimes 

we have to ‘phone. 

‘This is a tabulation of information received from 
Imperial Oil? 


Yes. 
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Q Which you say you are satisfied are correct except the 
two columns, perhaps, that have to do ‘ath taxable 
distillates? 

A Yes, the last. 
And Diesel? 

A Yes, and I am satisfied that they too are correct, but 
Mr. Cottle is not in, has not in his possession informa- 
tion that would give him an opportunity to chedk them. 
THE CHAIRMAN: Any objection to the introduction 


of the statement, Mr. Nolan? 


MR. NOLAN: No} My WV LOmds 
WITNESS: This should be filed with a 


statement I have just made as to the difference in price 
which obtained to the Calgary market. 


(STATEMENT PRODUCED HERE MARKED 
AS EX ee 7 Oa 


MR. FRAWLEY: Have you, Mr. Ghairman, got 


copies that are free of any pencil marks at all? 


THE CHAIRMAN: 1s. 
Q THE CHATRMAN: Tell, Mr. Plotkins, Mr. Cottle 


has made qhite a lot of changes in that? 

A Yes, but he has made only minor changes with the final 
result, the final result is not affected, such, for 
instance, standard gasoline, Mr. Cottle this morning 
on the basis of the information in front of him, told 
us that the difference in price between September am 
to-day was only a half a cent; as this statement shows 
it is 44 cents, it is 5% cents, so, naturally, there 
jeue Dig difference on the standard gasoline; with Ethyl 
it is 5 cents; with lamp kerosene, I am now reading 


on the basis of Mr. Cottle's pencil marks, accepting them 
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as correct, lamp kerosene is 3 cents, 3rd grade, it 

is 4$ cents; on an average it ig 4% cents reduction 

in the effective Calgary prices. 

THE CHAIRMAN : Now, I mean you are offering 
us the statement as an Exhibit? 

A Yes. 

Q What Mr. Cottle thinks about it doesn't matter at the 
moment, provided you who are now Swearing to it are 
Sure. at is righ ? 

A Lf am gure. 

#nd if you want changes in it, indicate them. 

A No, I do not want any changes in it; the differences 
which Mr. Cottle has pointed out are due to the fact 
that the Imperial Oil recognizes a,certain territory 
Within 15 miles.of Calgary asthe Calgary price, and 
that variation of 1 cent, to the best of my knowledge, 
at the present time, and in some cases a half a cent 
and in some sases 1 cent, are due to that fact. 

MR. FRALEY: I must say that the reason for 

Mr. Cottle not agreeing with any part of it, he had 

better say that for himself. 

THE CHAIRMAN: Oh, yes» 

MR. FRAWLEY: Tf, as you say, Mr. Chairman, 

the witness says this is a fact, then I suppose it 

becomes an Exhibit. I do not know why we spent so much 

time in having Mr. Gottle check it all over. 

“TTNESS: Yell, it, in fact, confirms 

it, because, while Mr. Cottle made a number of changes, , 
as the Chairman can see, it does not effect the result. 


THE CHAIRMAN: The document without changes 


made in pencil is the one to be filed. 
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THE CHAIRMAN; Now, you said some thing 

that this should be filed with something else? 

With the statement, or with the explanation that the 
Galgary tank waggon as applied to servicé station business, 
which takes into consideration what is. known as the 
100% account; it then takes into account 1 cent to those 
dealers that will purchase all their requirements from 
the Imperial Oil or from any one company, must be read 
into this, that is one of the reasons for the variation; 
then the next explanation I want to make is that until 
June 21st, 1938, there was als> another differantial 
known as the country differential, which amounted to 

1 cent, which meant that the country purchaser, coming 
to buy a barrel of standard gasoline in Calgary, would 
pay 2 cents more than the official tank,.the published 
tank waggon of the Imperial 611, for this reason, 

the 100% account in the City would get a discount of 

1 cent off the official tank waggon, and the country 
purchaser would pay an increase of 1 cent over the 
official tank waggon, which meant 2 cents difference for 
the purchaser that came from outside of town and went 

to the a warehouse of the Imperial Oil and purchased 

@ barrel of gasoline. Now, that is the reason for the 
distinction that Mr. Cottle nas made, I believe, and 

the differences of 1 cent or a half a cent, as the case 
may be; now, that explains the position and will 


reconcile this statement with the official tank waggon 


of the Imperial Oll. 


WRJOR LIPSSTT: Do you mean, Mr. Plotkins, 


that if a country customer came in for 1 barrel, he 


would pay 2 cents more than the 100% Calgary customer? 
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Yes, not only that, but the 100% Calgary customer 
would have his product delivered in his service station, 
but the country customer has to go to the warehouse to 
get it. 

What about the 100% country customer, does he still pay 
that? 
No, there is no bonus for the 100% man insofar as 
country purchases are concerned. I am only referring 

to consumers, that is consumers purchasing in drum lots, 
the sence service station would pay the country tank 
waggon but he would receive the 1 cent discount for 100% 
contract, but the farmer or other purchaser woulé not. 
MR. FRAWLEY: You do not mean that is the 
situation to-day? 
No, but that was the situation until the 2lst of June, 


1938; to-day there is still the 1 cent differential for 


the 100% purchaser,what is known as the A. D. A. contract; 


ns 


beyond that 1 cent there is no differential for the 
country purchaser insofar as Calgary delivery is 
concerned. 

THE CHAIRMAN: anything else you wish to file? 


Mon thet. is all. 


’ 
MR. NOL:N: It is understood, of course, 
that this foot-note, wiich is on Bxhibit "270", does 
not go in with my agreement, that that is a statement 
OE Lac.G. 

THE CHALRIMAN: “hat do you say about that 
footnote, Mr. Plotkins? 


Pewill read it; yes, as 4 matter of actuel fact that----- 


MR. FRAWUBY: May I interrupt, 126548 
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understood, Mr. Chairman, that Mr. Plotkins is interrupting 
the course of Mr. McGrath's evidence. 

THE CHAIRMAN: Yesr 

MR. FRALEY: f 4s this is necessary for him 

to finish his examination. 

MR. PLOTXINS: Yes. 

WR. FRAWLEY: Bub, otherwise, it is.onG Oo. 
turn because this is marketing. 

MR. PLOTKINS: Yes, but, as I have explained 
before, it is hard to differentiate between them. Now, 
tis is the note: "Imperial Oil Limited will offer any 
independent dealer a 2 cent discount over and above 
special consumer discount leaving 12% cents for third 
erace, J cents for distillate,’ 8 cents for Diesel, 

which is below their cost of producing and marketing 
these products", now, the situation to-day, in the case 
of 3rd grade gasoline, which on September 1st, 1937, 

sold for 17} cents, can now be purchased by anyone who 
represents himself.to be a dealer, that is for the 
purposes of resale, for not 124 cents but 10% cents; 

now the reason for that, or the explanation given by the 
Imperial Oil to me,is that competition has now forced 
them to reduce the price to 10% cents, from the 14 cents 
published tank waggon; in other words, today the 
published tank waggon is still 14 cents, but to consumers, 
country consumers und to country purchasers coming to 

tho Calgary warehouse, they are able to buy for 12% cents, 
although it ig not the official price, and anyone claiming 
to be a dealer or claiming to purchase for resale can 


purchase a Tol 104 cents; in fact the Imperial Oil has 


ake 


nage 


is Oh i 
C 


. ' ht ‘ 
py gg i ¥ 
Makes 7 | es cyt ea Eel: eT a 


rio oat 


ven ae ae 
A ale abe 4 
' — 
vm! 
i aes ne, i dpa ating , MMAR + 5 dil hte GM 2 ua 
pa i te . Aas eo URE RED he ar ao 
neta t 1 . iy 
ye ; Ny b 1) F 
; , age be 
tts phe bass x i 
a 
Vey if UN 
vee rer 
‘ 
| a gas 
Nee oh % eon) 
He UA ae : i 
2 i 
(ise 
rr 
: Fe ’ ie 
ap ee 
tiie - 
oP |} 
ek 
} ae 
ae i : 
oe xe i ee } 
¥ 
res 
200 <a 
rue paige sh 
pale ; Shs aaa Mh me ea eee aiid aah nee 
Ni sh tae . 2% ; i i Wik a Be 
L rs ea he sy ; 
f id iS 
we 4 
3 IRE Be cb ym 
: 
: ri A 
he 
re NG: Hea 
’ r ms Pacey 
Sia i a eA | rk 
Pests acai mt2. | eee EO a Be ARR 
sv . ye <I “4 q * 
is . “. . a's 
cmp 7 ties Aw 
Ree pis ’ or a ; 
i he 1% } 


| 


; BAUM enc tena 
F : ul i ey, ai th 1% tg “ ae o Dhishoh 
; q y f oa) ae 
ny ok Sagi coat hi aie - ies: ge 


te id 
i, 
2 i saa 


oe & Hy 
ae ¥ 4 PP eres 
/ ) 
4 J% 


+ 
- 


wo i z 
1 bre bic rat Dee eer 
, : wh . 


i 


A bd we 


eS WN 


ie oO.’ Plotkins. =7A40— 


never recognized such a thing as a dealer, they only 
recognize agents, which means that a man, possessing 

an agency distributing their goods anywhere in the 
Province, can sell their goods for the Imperial Oil 
account and receive a commission of 2 cents, but yin 

the last few months they have seen fit to give anyone 
that purchases for resale a discount of 8 cents as well 
as the 1g cents special consumer discount, which means 
that the price has been reduced. at January BLST CoE 
ord rate gasoline, 3g ceuts, although the official tank 
waggon still remains at 14 cents. Now, the reason, this 
is the first instance in the history, in my knowledge, 
in the last twenty years, where the Imperial Oil has 
disregarded their official tank waggon, and gone out and 
created what they now term as "special competitive 
discount", or "consumer ciscount", and the reasons 
behind that, in my opinion, is that they have made 
contracts fur other distributors and if they officially 
reduce the tank waggon, they would be compelled under 
their contracts to give the benerit to those other 
distributors and jobbers for which they supply unger 
contract: in this manner the jobber or distributor is 
forced to absorb the loss himself; now, that also puts 
the independent producer, I mean the independent refineries 
and marketers, in the position where they must meet this 


competition out of their own profits, if they have any, 


or out of their result , so that for practical purposes 


the tank waggon on 3rd grade gasoline is to-day 124 cents, 


with the additional 2 cents that they are able to offer 


ot] gomnanies” instead of 
our agents, and the ctner z0omnanies” agents, 
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selling on the official tank waggon, and only recognizing 
dealers as agents, their own agents; the same applies 

to kerosene distillate which, on this statement, is shown 
as the non-taxable distillate; well, the official tank 
waggson is 13 cents and with the 2 cent reduction makes 

it 11 cents, but by giving the dealers 2 sents additional 
commission, or whatever they call it, it leaves 9 cents, 
so that they maintain the official tank waggon, and post 
the official tank waggon of 13 cents and sell at 9 cents. 
Now, the same with Diesel. It sells under some ciroum- 
stances at 8 cefits;. now, thic additional information I 
have put here, which is "below their cost of producing 
and marketing their products", this statement was 
prepared for an entirely different purpose and I still 
stuy with it, knowing what it costs to produce a gallon 
of gasoline and these various products, and knowing the. 
marketing costs of Imperial Oil, I claim and maintain 
that these prices do not permit them to get back their 
money based on the official Turner Valley price for crude, 
and I will go no further, because the statements I was 
about to make conccrrsmserketing and the general aspect, 
so I will go no further. 


MR. NOLAN: I wou!d like to ask you, before 


you leave the box, what is the Imperial's cost of prodw ing? 


I have not the figures with me, but I know, based on 
general conditions. 

Just the cost, don't make a speech, just tell me the 
cost. 

I cannot give it to you offhand. 


I just want the figure? 


The figure is the cost of grude oil plus the cost of 


refining plus the cost of distributing. 
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I don't want you to evaluate the factors, I want the 
figures? 

I am not in a position to give it just now. 

what is the cost of marketing these products? 

The.t is based on the little experience I had when I 

was working with the Maple Leaf and at that time we were 
able to know that the Imperial Oil could not market for 
5ss cents spread. 

When were you with Maple Leaf? 

A number of years ago. 

How many? 

Plime ee6 to 1927. 

Yes, what is the cost of marketing those preducts to-day? 


I am basing my remarks on the costs that were given me 


laSt year by one of the subsidiaries of the Maple Leaf. 


Just give me the figure? 

Of the Imperial Oil I meant. 

Give me the figure? 

And I know, based on the informaticn which TI can gather, 
which is just common sense, that the cost of marketing 
of the Imperial Oil is at least 5% cents over the tank 
waggon, what it costs, I mean over the costs of the 
products, what it costs to distribute. 

Nea you have been making speeches here for three months, 
perhaps you will answer that question? 

Yes. 


What is the cost of marketing? 


I have the figures in my own confidential book, and if 


you want to see them I am prepared to bring them here 


and file then. 
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Q You are swearing to this statement? 

Yes, I am swearing to them, we do not conduct a business 
without knowing what we are doing, neither does the 
Imperial O72. 

Q MR. FRAWLEY: I do not want to pursue this 
marketing phase at the moment beyond this, did I under- 
stand you to say that there was a further competitive 
discount on the Calgary price of less than the 1% off 
14 that now exists? 

A Yes. 

You say that Acto, is not 14 less 14, but something 
further? 

A It is 14 less 1% to ordinary consumers who come in and 
Diy LU 

Q But the farmer buying a truck load, or a barrel? 

A Yes. 

Q It is 126 cents? 

A But any other person who lés a licence from the depart- 
ment of Trade & Industry and goes to the Imperial Oil 
or any of the other companies---- 

Q AS a dealer? 

A. As a dealer. 

Q Yes? 

a Will get an additional 2 cents. 

Q An additional 2 cents? 

A Yes, which they do not give their own dealers or to anyone 


else. 
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You say that the effective price to-day in Calgary for 
Acto or 3rd structure gasoline is 123 cents less 2 cents, 
or 103 cents? 

Yes. 

Who can buy Acto gasoline at 104 cents in Calgary? 
Anyone that can show them he is dealing with the Imperial 
Oil as an agent or for any other independent, and that 
can go up there and show them he has got a licence, can 
Boyd tat Gat: 

Never mind the licence. If I ama retailer in the country 
or in the city---- 

Now, as you understand, Mr. Frawley, the retailer is not 
in a position to have a truck ana drums, and is not con- 
cerned with distributing outside of his own pump. 

So that he ig not in a position to get that price and 

he does not receive it. 

mag is the man who gets it. The licence. -Is thea 
retailer's licence you are speaking of? 

It is a wholesaler's liconce, I expect, you grant these 
truckers or our agents. Yes, it is a wholesalers. 

Some sort of licence issued by the Trade & Industry 
Branch? 

We have a number of agents that own a truck for which 

we have obtained a licence from your Trade & Industry 
Department. That person presenting himself at the 
Imperial Oil or the British American or any of the other 
companies selling Imperial Oil or British American 
products can say "I am now dealing with Lion Oils and 


I am paying the official tank waggon, but I understand 


you can sell me cheaper", and that man can go there and 


get 2 cents below the 12% cents, and 2 cents below 11 cents. 
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I want to just cut it off just at the point where I 
can get some information which I ean follow up with 
the marketing department of the Imoeri ad, tine ti tae 
aie lL am questioning you at all about? | 
Yes. 
There are Imperial Oil retailers in the City of Calgary? 
Yes. 
Some of them are selling three kinds of gasoline,Ethyl, 
Standard and 4rd structure or Acto? 
Yes. 
Whet is the price that the retailer pays for Acto, or 
érd structure gasoline? 
wa cents, if he is a split man. 
No, if he is a 100% man? | 
If he is 100% he pays 13 cents delivered on his premises. 
Now, let us start from the posting. He pays 14 cents 

less---- 

fesevd.6) 1.00% discount. 
So he pays 13 cents? 
Yes. 
How about this 1-5 competitive discount that I see on 
Pedy pat Fob 7? 
He does not receive any competitive discount. That 
is a reserve for the IMerial Oil agents selling in the 
country agains% other companies or other independents. 
The city man does not benefit by that 1g cents or 
by the additional 2 cents. 
All right, thanks. Now, Mr. McGrath. 
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JAMES McGRATH, recalled, 
BY MR. PLOTKINS: Mr. McGrath, you have heard 
what I said and probably seen this statement. Do you 
agree that there has been a considerable drop in the 
price of all products that your refinery spaueos here? 
You will have to discuss that with ‘r. Halverson. I do 
not know anything about selling. 
Assuming for a moment that is the fact, and I have sworn 
to that, subject to verification. hy didn't the price 
of crade go down to meet these new prices? 
moo unoG know, Mr. Plotkins. 
You do not know? 
No. 
Wes that out of generosity on the part of your company? 
mecor not know... You, will fava tov speak to Mr. Halverson. 


imcold you that . before. 


THE CHAIRMAN: He told you he does not know. 
MR. PLOTKINS: That, is ald, Dd have, toeemyou. 
MR. FRALEY: Mr. McGrath, the Chairman was 


discussing with you this morning the number of people 
that were interected under Mr. McCloskey in the giving 
of directions to Mr. Simpson in the buying of crude? 
Yes. 

I thought I might pursue that further and put it on the 
record in case we may want to use it a little later. 


Mr. McCloskey is the head of the manufacturing depart- 


ment? 


Director of manufacturing. 


And Mr. Copeman and Mr. Stewart and Mr. R. C. Moore am 


yourself are under him? 
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A Yes, Sir, that is right. 

Q Mr. Copeman is under him, )Yyust “in shatee: oF what? 
Well, first of 411 let me get Mr. Stewart straightened 
out. Mr. Stewart is the general manager of refineries. 
The manager of manufacturing? 

Yes. 

Q Or general manager of refineries, and directly in charge 
of that branch of the business under Mr. McCloskey? 

A That is right. 

Q Going down then from Mr. Stewart, who do we have? 

A Mr. Copeman, Mr. Moore and myself 

Q All three on a par? 

A Yes. 

Q Mr. Copeman, Mr. Moore and yousclf? 

A Yes. 

Q What is Mr. Copeman’s special business? 

A He is like myself, he deals with the operations of the 
plants, statistical data and that sort of thing. 

Q Nothing particular that he does as distinguished from 
what you do? 

A Yes. He oversees the crude runnings and thet sort of 
thing at the plant. 

Q We have not still got the man who buys the crude. He 
is just interested in the running of the crude? 

A Yes. He runs it, how much crude is required for these 
plants, based on the requirements. 

Q And Mr. R. 0. Moore? 

A He is “i the engineering department. He deals. sin 


engineering problems that might come up, in connection 


with the operation of the plants. 
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Q and consults with Mr. Copeman and with you? 
A Yes. 
Q And you in turn do particularly what?. 
A Well, 2 am rather a Jack-of-all-trades. 
Q It has been your good fortune or bad fortune to be 


asked to post these crude prices from time to time and 
make up the calculations? 

A Yes, when I took part in the discussions. 

Q Those are the people - the note eee this morning - 
interested in the purchase of crude, and do they 
individually or jointly advise,the four people, 

Copeman, Stewart, Moore and McGrath give orders to 
Simpson, or does the order get into one channel? 

ds It goes through what we call the operating project. 
That is the amount of crude we require, that is turned 
over to Mr. Simpson and he acts on that. - It shows the 
amount of crude we need. 

te Mr. Oopeman at one time might do the requesting of Mr. 


Simpson to buy some crude himself? 


= Yes. 

Q And sometimes Mr. Stewart himself? 

A Yes. 

Q And sometimes Mr. MoOre and sometimes you? 
A Yes. Mr. Moore and I do not very often act. 
Q Not you and Mr. Moore very often? 

A No. Mostly Mr. Copeman. 

Q And Satincs ur: Stewart himself? 

A Yes. 


Q They are the people who give the orders to Mr. Simpson 


and he really buys crude on other people's instructions? 


A Yes. 
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Q 


So the people on whose judgment it is determined how 
much crude should be bougut or that crude should be 
bought at all, are Mr. Mc@Gloskey,and in the descending 
order, Mr. Stewart, Mr. Copeman, Mr. Moore and yourself 
equal? 

Yes, that is right. 

Now, we have been around and around this troublesome 
question, which, perhaps, at times became almost 
acrimonious. 

THE CHAIRMAN: Surely not. 

MR. FRAWLEY: But to eee to a perfectly 
amicable basis, Mr. McGrath, in September, 1937, it 
became necessary for you to post a price on erude in 
Turner Valley, or at least to change the then posted 
Pela pricey 

Yes. 

If you will excuse me, I want to file some Exhibits with 
Mr. McGrath? 

THE CHATRMAN: Yes. Then while we are waiting. 
Mey I ask you, do you see anything in the one suggestion 
made to you by Mr. “lotkins that the tank car price of 
the refined article really governs what the posted field 
price for crude will be in the last analysis? 

As I mentioned this morning, I am not familiar with these 
prices. Butas I mentioned this morning, I have seen 
tank car prices lower than the orice of crude. 

It is a part of your duties to post the price, as I 
understand it? 

oF crude’ 


Of crude? 


d, 


> 2 » 2 
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Yes. 


As one performing that duty do you at all take into 
account what your selling department hag to sell gasoline 
for in order fo compete, or in order to make gales? 

With these here prices, ad t said this morning, as I 
told you, it is on the replacement cost of the crude. 

The same cost of production regardless of the selling 
price. 

Thet is to say, if you found some competitor was cutting 
the ground from under you at the prices at which he was 
selling the refined article it would not affect your 
posting the field price for crude and naphtha? 

That might if it gets to a large enough magnitude, I 
imagine. I.do not know. We would have to meet that 
competition. 

Who would tell you about that, before you posted a price? 
Well, nobody has told me anything eine that Sir’. 

MR. NOLAN: Tho wuuld, the Chairman says? 
Well, Mr. McCloskey. He would be the man we would receive 
our instructions from. 

It seems to me the manager of the local refinery would 

be the first man to Know what was happening. And then 

he would report to Toronto, I take it. That is the way 
it would be done? 

THE CHAIRMAN: There is a suggestion, and I 
was wondering, Mir. Nolan - it more or less came out 
casually in the course of examination, but I was wondering 
if it was worth while pursuing in that it might have a 
bearing on these things that we are struggling with, 

and a very serious one if it were true, and given effect 


to generally. The witness seems to think it has not 
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arisen in his experience, at any rate, and so it could 
not be very general. 

MR. NOLAN: “hat the Chairman is really 
putting to you is this, does the tank ear price govern 
the field posted price, or Goes the field posted orice 
govern the tank car price, or what is the relation? 

I do not know. 

and then the Chairman goes further and says "Supposing 
that you found that there was competition that was 
cutting the ground from below your feet,and below the 
tank car price to such an extent that it was serious, 
then would that be reflected back on to the posted field 
price"? 

I imagine it would be because probably that is the reason 
Gmude prices rise and fall. I do not know. 

There was a statement nut in, and it seémed to me the 
effect of it was that the prices of these refined products 
varied because of the change in the posted field price? 
Yes. 

Or does ia nosted field price vary because of the change 
in the value of the pro ducts? 

THE CHATRMaAN: | “Yell, you teve already said 
you do not know to aun Mr. McGrath, I am sorry to 

with the impression we think you should 


have you leave 


know everything. If we ask you things that are mt in 


your department we can understand you have to say you 


do not know. As far as we are concerned, at least, 


it is no reflection on you at least that you do not knw 


that which you are not supposed to know. saually, we 


want to know all you do know. 
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you something, and you will heve to take my word for it, 
it is @ copy from page 54 of the "National Petroleum 
News" of September lst, 19377 

Yes. 

If that is so that is the place where one would find 
the true and correct postings on crude prices, I mean 
the "National Petroleum News"? 

I presume so. 

IWR. FRawLEy: If Mr. Nolan has no objection 
I will offer as an Exhibit an extract from the "National 
Petroleum News" as of the Ist of September, 1937, page 54. 
MR. NCLAN;: Is that the ovublication that 
was mentioned this morning? 

MR. FRALEY: Yes. 

THE CHAIRMAN: The witness does not go the 
length of stating, unless he is speaking of that 
particular page being accurate, he does not go the 
length of saying that these appearances of prices in 

the "National Petreleum News" are necessarily accurate. 
TR. FRAYVORY: Ye had better look at them 

B little closer. iook at the $1.79 and the $1.52: 

MR. NODAN: Mr. McGrath says he remembers 
those prices. 

I remember those two prices. 

And he will swear to them. That is the best evidence. 


(DOCUMENT IN QUSSTION IS NO’ 
MARKED EXHIBIT "271".) 


THE CH..IRMAN: He does not accent this magazine 
generally. 

MR. NOLAN: No, but those are the prices. 

MR. FRAWLEY: Now, that is another pave, 


the next issue, as a matter of fact. 
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THE CHAIRMAN: “hat is the one of that 
first page? 

MR. FRAWLEY: The first Exhibit; “27ers 
erom page 54° of the NN.’ P. N., lst of September, 1937. 
Next I am show.ng Mr. MeGrath an extract from page 62 
of the same publication of the 8th of September, 1937, 


and those prices are correct, the ones you know of 


particularly? 
A Yes. 
Q The rest is a matter of arithmetic. It is just a varia- 


tion in each gravity? 
THE CHaTRMAN: 8th September, 1937, pave what? 
MR. FRAWLEY: Pepe On. 


(DCCUMENT IN QUESTICN IS Now 
MARKED EXHIBIT "272", ) 


THE CHAIRMAN: Bach is effective September 9th, 
1933? 
MR, FRAWLREY: No. That is Yestern Ontario. 


You go next to Alberta Turner Valley. 
THE CHAIRMAN: The top part does not mean 
anything to us? 
MR. FRALEY: Nothing to us. It is aiecmpiere 
extract of the Oanadian postings. 

Q Now, looking at Exhibit "271", and using always this 
same 48 to 48.9 gravity that we have been speaking of 
throughout your evidence, on the 16th of December, 1936, 
either your company or the 5. A« Oil Company posted a 
price of $1.79 for 48 gravity Turner Valley crude? 


A Yes. 


That is what the Exhibit shows, and you agree with that? 


A Yes. 
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When I say either yourself or the B. A., as T recall 

in point of fact it was the B. A, Company that posted 
it. But I always understood you people were parties 
to it and quite prepared at any time to discuss it? 

I do not remember that. We were not running Turner 
Valley crude at that time, I do not believe. 

I always got the idea that the B. A. posted 10). Gye tate 
Pemeay put it to you I was told by the Imperial I need 
not be troubled about that, that they were just 2s much 
a party to it as the B. A. and they were prepared to 
discuss it and justify it and talk about it, and I did 
not need to go to the B. a. exclusively. Do you see 
what I mean? 

Yes. 

You are prepared to discuss it only in a limited way, 

I understand, because you have not got the calculation. 
But you are prepared to discuss the 31.79 with me to-day 
and not have me go to the B. A.? 

I cannot discuss it because I haven't any papers with me. 
I am not going to discu s it to tmt extent. But you 
know that was the price you people used and paid as the 
major purchaser in the field? 

I do not believe we were purchasing any crude at that 
time. 

On the 16th of December, 1936? 

You see, that was when the first well came in. 

Yes, that was Turner Valley Royalties?. 

I do not believe we were purchasing any crude. 


I will just remember that. That, perhaps, is not very 


important. On the 1st of September or up to the lst of 


September, 1937, going now to Exhibit "272", up to the 
9 ’ 


- & ail i 3s ‘es 


ere 


a ae ( a 
a a 

Vea bs a 
nocnut, ae 


Hor ntiaend | eteu: 
ivan gen ‘ alley Rs. juice aN san 


+ 


duod 


ee 


= 


Hut 


Tae 8 Pa : 
a AAA iy Lv 7 
Vee ‘ 
vate ae 


wiv 
i 
ote 


T-3 
12 


J. McGrath. 7455 ~ 


Do > 2 b 


Hs 


dn 


1st of September, 1937, the price paid -was $1.79 for 

48 gravity crude? 

Yes. 

On the Ist of September, L937, your company posted a 

new price? 

That is right. 

And that new price was $1.52? 

Matiis right. 

And that is the price which remained until the 5th of 

January, 1938, when you posted $1.30 for that crude? 

Phat is right. 

And that we have in Exhibit "145", I think, the N. PD. N. 

Now, what was it that required or caused a posting of a new 
price on the lst of September, 1937, a new price of $1.52? 

LT have not got the details rere. I do not know. But I 

remember the $1.30 price. 

I do not mean the details. I am going to read a paragraph 

in a memorandum which Mr. Cottle made to te when he 

returned from Toronto in October, 1937. Just say 

whether you agree with this statement of Mr. Cottle's, 

as being a reason for the drop in price from $1.79 to 

$1.52. "The newly posted price of Turner Valley crude 

was set with the intention of supplying. refined products 

from Turner Valley crude to the entire Alberta and 

Saskatchewan market, part of Eastern British Columbia 

and approximately one-third of the Manitoba and Western 


Onterio, in the area between Brandon and Fort William." 
Is that a correct statement? 


I presume it is. 


You take no exception to that statement? 


No, I do not take any exception to that. 
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Q "and it was also intended at a later date to increase 
the proportion of this Zastern area to be served if 
considered advisable by a further drop in‘price of the 
drade oli or by savings in the transportation of the 
erude to the Saskatchewan refineries". Do you see any 
exception to that further statement? | 

A I do not remember clearly these things at all. 

Q But that is what happened precisely, is it not? 

A Yes. JI will take Mr. Cottle's word for it. 

Q In October Mr. Cottle was saying this is the information 
he got from you people, I take it? 

A, Yes. 

? To increase the proportion of the Hastern area and extend 
the Manitoba area in the far East? 

A Yes, 
To make a further drop to do that? 

A Yes. 
THY CH.z.IRMN: Is the witness saying---- 
Mr. Cottle is there to speak for himself, - but is the 
witness saying he agrees with that or he does not know. 
I am not clear. 

A I have not got the facets before me but [ will accept Mr. 
Cottle's word, 

al VR. PRAWLEY: i Oy een not asking you to do 
that. TI am asking you if you Bee any objection to that. 
It seemed to me that is what we have been hearing about 
at since you came to Calgary? 

A Yes. 

Q And putting in concise language what the- reason for this 


drop was, and I am asking you if you agree with that as 
> 


5 = He ee =. . 
rae so eee ame Proaaa : . : Tin a 5 ro : 
oe a te - ag o or x - is, a ae 3 lon * 2 
ae ed . ; t~ shot = ‘ 
" = Se x - ale ¥ oe sia eek? 2 
. = ? oe > M sed - 3 
i‘ a] oe G U ay = 7 aoe * P - 
‘ : “ ee : baie ee he 
c est ane are oa 
< oo . ‘ ‘ oe A 2 
"i : “ 4 
“-. ays ie ' en ; 
a. oi - d ° sacral ti 
sie : Mee > ‘ae i ; : 
2 . ; - rs eo 
‘ Bor : cf ieee ‘ ; atte 2 
= : Se. Bro x2 z - : ee Se z 
Sie HA Er a tied 
z ‘3 = ay Naw = we a cenek 
ome ‘ ‘ e a ager 3 
- . es - = - whet 2 - 
= a ey 3 : 4 ay 
>. ano , - ¢ ‘ 2 = 
= nr = = cs tH . - rf taal 
’ = . . scene . = > . 2 . 
. ae Re = Safe . . a: 
‘ Ly cd ala -- . 
t 4 F * bt . . es . e ‘ 5 x 
Pea: ee Bae Gay “4 r zs 4 “ - : F 
7 2 ' ‘ Coes . A 
se = + - 7 - 
aes 7 ae at tee 
ase : fs : Bee % a , ; = 
tee : te meu Y ’ sa “ ra S : 
ve : * 3 > ae . 
ee : : ies : 
a : : yi 3 5 bes cine 5 chau 
- : : a = ‘ = 
ri 2 e ge ‘ . : z 2S ms 
2 > Z 5 ’ = ss 
: is st oe , \ i - 4 
‘ . : ae - es - q was 
- “4 ae ! <a 1 “t , . 
é . 
coat ied $s C ‘ 
eee « roa - Fe, = 
a : s . #. -- S 
SI . ee ; ; : 
see bos 2 = 
. —- Sr = ee foe 
rea - . ’ ae 2 i 
oe = ; ; ; m 
a 4 Samy a nto 
oe = . ye. 8 ies 
‘ eo Se i 
: see : 
. : coer sea ‘ 2 x . 
< = = . a . 
~ ‘ 3 i . 
ae 2 Yecw : 3 ee, 
“ z. ec 
‘ « i = = uy 
: ry s > ae 2 : 
: : ‘ - 
: e ul . = . - ; - < 
es fe t bee 
“- ‘ 
4 , 2 : 
es s ‘ q : ai Sd 
{ = * — = 
- 2 5 an: 


T-3 
14 


» MeGrath. -7457-— 


a simple, correct statement of the facts? 

Yes. 

Pow think it is? 

THE CHAIRMAN : What is the answer? 

tec, I think so. 

MR. FRALEY: another paragraph in Mr. 
Cottle's report: "The average gravity of the crude run 
to the refinery at Calgary is said to be 48 degrees 

Ae P. I., the price of which had previously been $1.79 
per barrel"? 

Yes. 

"On the basis of the present schedule -" that is the new 
one, I take it -"the price of crude gravity 48 degrees 
fa P.| 1. is now $1.52 per barrel. So. that the efractive 


arop in price of crude may be said to be S77 cents per 


parrel." 


THE CHAIRMAN: are you asking him to agree 
with that or are you going to question him on the basis 


of that? 
MR. FRawlEY: Is that a correct statement, too, 


Mr. McGrath? 


Yes, I tthink so. It agrees with these two statements. 


Yes, it is just a subtraction of those two. Now, whet 
I would like to direct your attention ta, not in detail 
because I know you did not bring the calculation, but 


can you tell us what went on in your company at the 


time you did drop the price from $1.79 to $1.52. Getting 


back again----- put. can I ask you one question about your 
i) 


figurations. If we had them here would they show that 


you started at a Cutbank price of $1.00? 
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No, Lt .do m + think so. IE do not know. 

[may have to defer all of this cross-examination. 

What I am striving to get at is that was it somebody 
gave you a figure, and I say, not just blindly gave 

you a figure, but who was it you say furnished you 

with the figure of Gutbank crude which you used as the 
starting place for your posting of Murner Valley crude, 
so that at the time of the posting, the new posting on 
peptembor ist, 1937, or-was it for the first time on the 


5th of January, 1938, that you were supplied with a 


Cutbank crude was in the picture back Qn September lst, 
ool. 

MR. NOLAN: Mr. Chairman, this morning, 
perhaps this will assist, figures were put in as to the 
price of crude in Montana as at the 28th of January, 1937. 
MR. FRAWLEY: “hat is eee 

oh. NOLAN: There was evidence put in this 
morning as to the orice of Cutbank crude as at January 
moun, LIS7. 

Yes, and the price continued 
until the 25th of October, 1937. You can remember that 
when this figure of $1.52 effective the Ist of September, 
1937, that was during the period at which Montana price 
on Cutbank crude was $1.40. You have proven that this 


morning. That went in through Mr. Cottle, who provided 


the figures. 
MR. FRATLEY: That is quite right. 


THS CHAIRMAN: What exhibit was that, do you 
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remember, Mr. Nolan. I do not remember any Exhibit 

to that effect. 

MR. NOLAN: How did I get thebe figures? 
MR. COMMISSIONER Ltpsern: That was given in evidence. 
Cutbank on the 28th of January, 1937, was $1.40. 

MR. NOLAN: Yes, and Kevin-Sunburst was 
$1.20. 

MR. COUMIS-IONER LIPSETT: It was reduced to $1.24 at a 
date in 1937 that I did not get. 

MR. NOLAN: The 25th of October, 1937, 
and then on the 16th of November, 1937, there was a further 
drop to $1.10. Speaking always of Cutbank. The other 
figures were given for Kevin-Sunburst. That went in this 
morning. It is in my book for to-day, early this morning. 
MR. PLOPTKINS:. That was given by Mr. Cottle. 


MR. FRAWLEY: » I am coming to it again, 


(Page 7460 follows.) 
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MR. FRAWLEY: ZI am ceming to it again 
now. 
TH CHAIRMAN: It was given by ir. Cottle, 
Exhibit "269" that was the ¢1.10 exhibit. 
Q wR. FRAWLEY: Lhis may be an improper way 


of using this, Mr. ticGrath, but I am going to quote you 
from a few more lines of this report of Mr. Cottle's. 
THE CHAIRMAN : You make the statenent that 
Mr. Cottle says something, after all ir. Cottle has not 


been in the box. 


MR. FRAWLEY: I made the statement. 
THE CHAIRMAN: And the witness agreed to it. 
MRe FRAWLEY: ' No, I just mado the statement 


that that was my information. Strictly speaking it is 
hardly in evidence at the moment, I recall that I qualified 
20 

THE CHATHMAL : It might be important that it 
be in evidence if Mr. Nolan intends to rely on it, if so, 


let us get it in evidence, I was just looking for my note of 


it. 
MR. NOLAN: I am sure it was this morning. 
MAJOR LIPSETT: It was given at the figures 


that isre Cottle has there, and at the price at which Koyalties 


were being paid and based upon. 

MR. FRAWLEY: I think with a few notes in 
front of me I can repeat the ssme statement that I made this 
morning, yes, now what I said this morning, and there you are 
again, if it is to be of some value, Mr. Cottle should take 


the stand now and put it in ovidence, and if he did so then 


it would be of some value. 
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THis CHATIMAN: Certainly, if the witness 
does not subscribe to it; there is no use of anyone nak~ 
ing atatements, as I have before said to iir. Cottle, I 


mean to tur. Plotkins, expecting us to rely on them if they 


are not verified in some way or some witness agrees with 


then. 

Lik « NODAL: No. Afterwards looking back 
you would think it was evidence, as I thought with Com- 
iiissioner Lipsett, we were discussing this as if it were 
evidence and it is not strictly evidence. 

THE CHAIRMAN: IT have a note of 1t and it 


does not appear to be evidence. 


MRe FRAWLEY: ire beGrath, will you step 
down. 
THe CHA TGWAN ; Later it might be important 


and if so it should be in the evidence. 


FREDuiICh G- COTTLE, examined 
by ix. Frawley, said: 
Will you give what evidence you have there as to the posted 
field price of crude in Cutbank at the first of beptember 
1937 and any other dates that is covered by the two memos 
of yours? 
Mo the best of my information the posted price on the lst day 
of September 19¢7 in the Gutbank field was the price which 
was posted by the Internetional Refining Company on January 
28th, 1937, of 1-40 per parrel.,that price was changed on 
Sctober 25th, 1987 to << 1.44 per berrel and on November loth, 
1937 ,$1-10 per barrel; subsequent to November loth the prices 


were, the posted prices were withcrawn but Koyalty interests 
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were settled at the price of @l.10 per barrel. 

THE CHAIRMAN: whe posted them? 

The eae oe tone 1 Rofining Company in Sunburst, wontana. 

MRy FREWLEY; And there is @ note in my 
memorandum that the National Potroleum Mews will bear that 

out if we had one of that date? 

Yes. 

THS GHA IRMAN: Kow do you know anything about 
the International Refining Coxipany, what it is? 

Woll my information is that the International Refining Company 


is a wholly owned subsidiary of the Texas Gompany, a Deleware 


Cor poration. 
MR. FRAWLEY: That is all, thanks. 
THE CHAIRMAN: Any questions. 


TO MR. NOLAN: 

I was just wondcoring if I might ask Mr. Cottle, the Inter 
national Refining Company then were not buyers in the strict 
sense of the word, of crude oil in i:ontana because they were 
buying crude produscea by their own parent company, is that 


807? 
I believe they wero also buying small quantities themselves 


at that time. 
But the bulk of their requirements were being supplied by the 


Texas Company of which they were 6 subsidiary? 


Yes. 
What is the position now, do you know? 


The position of the International Refining Gompany? 


Yes? 


In Gutbank? 


Yos, that is where you get the price of 41-10, is it not? 
’ 


ce Y ¢ 
ba 
! fad 
cae ee, if ‘ 
as 
4 
Fi 2 : 
nN Fj ie 
4p “+ 3 
2 ‘ oe 
‘ aa 
tm ba 
as 
: ‘ 
s - 
* ~ 42 


+ 
= PF ce Nene 

ee 
= is 


ar : 
ae 

—Z 

on : 
aioe : 
t 


> 
_ A 
o : 
G3 
RS sie 
ae 
- ae 
f 
< 
‘ 
4 
) 


c~ 
A 
: aad 
tet 
+h 
ees 


sie) > 5 : a 
me pd ay a a 
ae a we 
: aces’ aby, cae 
’ - . : # uf 
a1 (fa : 4 2% eed 
Smee ‘ e. 
H es " Sst 3 
eat} x : ed x 
ae c % * ee 
ea a Looe) d 
: ae “ ae ee By 
fiers - : 
‘S wot ae u 
sMote : = eee = 
. Wage - : . > 
os ce sexe 
* os . 
ea z; oe 7? 
. SH rd nog 
ve te af - 
4 ree ey a ts 
cae Sh Eee Z 
it 3 = oF 
iw - 
oan * 4 
Be 
pain : 
gay 
gee ee 
Mess ae as 
A . 
i Ss : : 
ee Teo zs ae Ba 
5 a Ly 
cs 7 = E : 
t Soue 
‘ eri 5 
2 ; ? 3 rt 
is < 
=f stony ~ g 
+. eas . 
i ; s =: 
a = ir ; 
as = . 
— : xe 4 
r 
. s +. 
= Z one ” We 
_ ‘2 . ' 
- sy * 
s 2 ‘ 
ees 
oy € +: 
vt = AE 


an 


ro 
ws +4, 


oe: 


\ 
leg 
~ 
. 


ne 


F.G.Gottle 


C4 
4 


o bt 5S & 


~ 7463 = 


You mean from the International Company itself. 

Yes? | 

Oh no. 

I mean the International Company now in iiontana purports 

to be paying $1.10 for its oerude? 

For what it buys, yes, it also buys in the Kevin-Sunburst 
field. 

And doosn't it buy from the Texas Company? 

Yes, it buys, not from the Texas Company, from the Inter+ 
national, no, it would still be the International Gompany; 
Zhe International Company has its own production in Cutbank; 
it also has been buying, I do not know that it is today or 
not, but it has been buying from other producers, a very 
few of then in the Cutbank field. 

where does it buy most of its crude oil? 

I would say at the moment it buys most of the crude oil 

that it buys from the Kevin-Sunburst field; it has production 
of its own in the Cutbank field. 

and in the Cutbank field whore it has production of its own 


there is a price of $1.10? 


Royalties are settled on the basis of §1-10 according to my 


information. 

But that is not the posted field price? 

No, there is no posted field price by the International Company; 
it withdrew its postings I think in November 1937. 

Perhaps I should ask my friend about this but have you some- 


thing there, you have reed to us certain excerpts from a mem- 


orandum-—---~- 


MRe FRAWLEY: At some stage it may be necessary 
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for Mr. Cottle to give some evidence about this, but for the 
moment I only wanted to establish that to assist me in getting 
on with my examination of iir. iicGrath. He is always avail~ 
able. 

MAJOR LIPSET?T: The price, as I get it now, Mr. 
Cottle, I just want to verify it, was that the Turner Valley 
price was $1.79 as of December 1936 and that the Turner Valloy 
price was reduced on the lst of September 1937 to $1.52? 

That is right. 

And that no reduction was made in the Cutbank prico until the 
20th of October, 1937? 

Yes, that is right. I may say that the $1.52 when it was 
established in September 1937, was established on the basis 

@ Cutbank being worth, not %1 00, but 41-40, which was the 
posted price of the International kefining Company at that 


time. 


- It looks from those dates, and perhaps you can help us out, 


it looks from those dates that the Turnocr Valley reduction 
was made, and then Cutbank had to follow that and not that 
the converse was the case, and that Turner Valley had to 
follow Cutbank on those dates? 

Well that is a @ifficult problem too; at the time the price was 
first established of ¢1.52 thore was crude moving into Canada 
but by the time they dropped to »l-10 in place of $1.24=--- 

I was dealing first of all with the drop to 41.52 in Turner 
Valley, it apparently took place before there was any reduc- 
tion in the Cutbank? 

Yes, and before there was any substantial purchase of Turner 


Valley crude; perhaps it should be explained that the y1.79 
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price was one that had been in effect for some time but was 
designed to take care of Turner Vallcy naphtha; that price 
was not established contemplating crude oil there as such in 
Turner Valley, so you might say the first crude oil price which 
was posted was the one which was posted on September 2nd, 1967. 
Q 4nd that was $1.52? | 
4 Bhat was 41.52. 


Q And that was really the first competitive crude price? 

A Yes, because the other schedule was not designed to take oare 
Of crude oil, 

Q Then before the Turner Valley price was reduced to $1.30, 
there had been two reductions in Cutbank? 

A That is right. 

Q One to 41.24 in October 1987 and one to ¢1.10 in November, 
BOAT? 

A And the subsequent withdrawal of all postings in Cutbank. 

@ Yes; it would look from that t en as if the Turner Valley re-« 
duction in January 1968 some way was forced or caused by the 
reduction in Cutbank? 

A I would say the reduction in Cutbank was caused by the loss 
of the Western Canada market; a very substantial proportion of 
Cutbank production, prior to September. came into Canada and 
these drops from ¢1.40 to 41.24 to &1.10 and then the sub- 

sequent withdrawal of the postings entirely on Cutbank were 


@ue to crude being backed up in the Cutbank field. 


Q Owing to production in Turnacr Valley? 


A Yese oe@e8 east 8 ooeg00 40 8 
JAu aS icGasTH, having been re~ 


Galled, examined oy lire Frawley, said: 
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Q Now isre MoGrath, apparently there was a posted prise in Cut- 


bank of $1.40 at the time that you decided to reduce the 
posting in Turner Valley from $1.79 to gl.52, that Beems now 
to have been established, does it not? 

A I think the $1.52 was the extension of territory too as well, 
Mr. Frawley; there was a certain extension of territory there 
at the same time. 

In the $1.58? 

A Yes, I think there was an extension of territory. 

Q That may be but at the timo you made that change there was 

& posted price in Cutbank apparently of 41.40? 

On September lst, 1937. 

On Beptember lst, 1937, yes? 


YeBe 


eS aS Ce 


That is what Mr. Cottle has just told us? 


Yespe 


4 
Q That is right, i8 it not? 


Well I assume it is. 


ba 


Q Assuming that, that there was a posted price of $1.40 in 


Gutbank at that timo? 

A Yes. 

Q Now to what extent wis that prico of 41.40 the basis or the 
starting point for your posting of $1.527 

A Well I ao not know, Mr. Frawley; I have not got the figures 
here with me but there was an extonsion of territory there 
into the Manitoba area and there was a change in pipeline 


rates and I do not know what all, there was a lot involved 


in that. 
Q: That resulted in the posting of 41.527 
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A That is right. 

Q That is precisely, yes, that is precisely so, that is just 
what I read to you? 

A Yes. 

Q From Mr. Cottle's report? 


4 Yes, that is right. 


Q The newly posted price, that is oleler 

A Yes. 

Q Was set with the intent of supplying refined products from 
Turner Valley crude in the entire Alberta and Saksatchewan 
markets? 

A Yes. 


Q Part of Hastern British Columbia and approximately one-third 
of the Manitoba and Western Ontario consumption, whieh was 
an extension right there? 

A Yes. 

a So that it was a drop te do that? 

4 That is right. 

Q To exclude Samia gasoline froma certain part of the Western 
Canadian market? 


A Up to a certain point. 
@ I was just wondering again as to the starting point, that is 


all, was it $1.40 which you started with in Cutbank? 


= t cannot tell you, i:re Frawley, because I don't know. — 
Q You have not got those figures with you? 


4 I have not those figures here. 


I might be able to do this, because I would like to get back 


to the starting point if I may, ap the starting point, the 
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price in Cutbank, I suggest to you, you had a posted price 


to start with there? 

Yes. 

It looks like that? 

Well L have not got that information. all I was asked to 
bring was the January 5th price, the prosent price, and that 
is all the information I have brought. 

Now to what extent was tho January 5th price an entirely re- 
calculation? 


£ do not know. I would have to have the calculations and 


compare them. I think the formula and everything was the same. 


I do not know whether the volumes changed or not, I do not 
know. 
That was the first time you took $1.00 anywayas a reasonable 


price of Cutbank? 
So far as I recollect, yess 


Assuming you did and I do not know that we can get it, I 


thought it might help if we went back to the September 1st 
posting of $1.52 bat I do not know if it would help us very 


much, in January anyway,for the first time you took $1.00? 


That is right. 


Now Z want to pursue that for just a few minutes, were you 


present, did you sit in on any conferences when the corporate 
nae 


opinion, as bir. Nolan described it this morning, was arrived 
3 

at? 

I sat in on the conferences when these calculations were made, 


yes. 
When the calculations were made? 


Yepe 


But that is considerig® nothing except that one calculation? 


Ao 
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That top price of $1.00 for Gutbank?: 

Yes. 

Was that given to you and were you asked to make gome cal- 
culations based on the $1.00? 

Yes, that was the opinion of this group that sat down, el 
that would be a fair price to stert withe | 

Now that is just what I thought; now can you tell us now just 
who constituted, who made up that group? 

Well I don't remember just as that time, it was a group of the 
manufacturing men? 

Would it be pretty well the people you gave us this morning 
without any others or were there others, more than Mr. licCloskey, 
Mre Copeman, Mr. Stewart, Mr. Moore? 

I presume they were there. 

Perhaps Mr. Simpson? 

He may have been there, I do not know. 

And you yourself, I was just wondering whether you were given 
this figure or wuether you applied your judguent in arriving 
at it? 

No, that was the opinion of this meeving. 

Of the committee? 


Yese 
Other than yourself, you are perhaps too modest to say that 


you offered any opinion about it? 


THS CHAIRMAN: I didn't understand that, per- 


haps I got the wrong impression of the evidence but 2 under~ 


stood ur. MeGrath to say earlier that he had no recollection 


of being personally present at any such meeting. 


ne te 


ase 
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No, I don't think I said that. 

Oh, you were personally present? 

I say I don't have any recolloction who was present at the 
meeting, that is possibly what I seid. 

MR. FRAWLEY: But you were present at 
whatever ccnferences were held of this little group? 

Well I presume I was, yes. 

You see it is either one of two things, either you were 
present and you took part in the discussions and you came 
away from the group with your ¢1.00 or one or other of these. 
gentlemen, probably Mr. iicCloskey,, said to you "please take 
$1.00 Mir. McGrath, and give out your Turner Valley price on 
that"? 

I think possibly from the discussion they felt the $1.00 Wass 
right and then a calculatjon was made on 41.00, I made part 
of it, Mr. Copeman made some. 

fFhat is this calculation? 


YES o 

We gre not @isturbed about that, it is the dollar that is 
bothering us, and I want to know whether or not that was 
just given to you, whether iJr- McCloskey said "we have had 
certain meetings, now take a dollar, Mre McGrath, and figure 
that out", was that the way it went? 

No, I think it was through the discussion, Mr-e McCloskey dis~ 
cussed these matters with us. 

Well then perhaps, iir. hicGrath, you are able to tell us and 
that is all I am seeking, perhaps you are able to tell us 


What passed between those gentlemen when they arrived at this 
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Opinion? 

Well I do not recollect the words which were Bale 

The substance of them is all we aan expect? 

4 don't renember that, it is a long while back. 

THit CHAT HMAL: I didn't understand iir. MeGrath 
to say, and I would like it cleared up, you say, hir. MoGrath, 
at this meeting you have no independent recollection of a 
particular meeting when the factors were taken into account 
that led to the $1.00 price? 

Yes; there were meetings but I don't remember the discussion, 
the details of the discussion but I remember there was some 
discussion and it was mentioned that Cutbank crude was selling 
at very low prices and a dollar would be a fair price to 
start with. 

MR. FRAWLEY: That was mentioned but we are 
trying to get at the conferring which took place, the exchange 
of views? 

Then the statements were made and they were given to iir. 
MoCloskey,personally to ur. meCloskey. 

For his judgisent? 

Yes. 

Then Mrs McCloskey,-as I understand, you have first-hand 
knowledge of this,-that lir. licCloskey received these points 
of view from the different ones and then gave you certain 
directions? 

Mr. McCloskey was there and tir. Stewart was there and I don't 
reuember exactly what was siad, but it was discussed in the 


group. 


Then you came away with the ¢1.00 figure to work on? 
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Mire Copeman and myself and whoever were going to make the 
calculation, and we went ahoad and made the Calculation. 
Yes, and as you said the other day, the starting point, the 
basis for it was certain information that came, that soOme- 
body had, that crude was selling as low as 75 cents in the 
Cutbank field? 

Yes. 

Lo you recall whsther that came in as a piece of information 
by telegram? | 

Hoel aon't. 

From iir. Naylor or somebody? 

No, I don't remember, no, he was not there, lire Naylor was 
not there. 

He was not there but I mean, was he communicated with at all? 
£ don't know, lire. Frawley. 

Well I don't know that I can get very much further with that. 
Now, we now know that you have abandoned the proaedure of 
Endeavouring to average the crude going to various parts of 
the western Canada market and then arriving at one common 
posted price? 

It is still the same posted price, hr.- Frawley, based on 
that, but since then there have been changes, changes made, 
jnasmuch as Illinois crude coming into the picture. 

And you don't know that the averaging of these various crude 
values is a sound way of arriving at it? 


I don't bolieve it is. 
No, and in, what shall I say, I will use the same word, ti the 
2 


justification which you have filed, showing two posted prices, 
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one of, I am speaking of Exhibit 268" ana "209", one price 
of yl-16 using $1-00 well price on Cutbank crude and $1.29, 
using $1.10 for Cutbank crude, you have arrived at those 
prices, forgetting all about averaging? 

Yess 

You just say that is the price which Turner Valley is worth if 
it is going to go to Kegina? 

That is the suggested basis. 

And oceupying normal Regina territory? 

mat is it’, sir. 

That is that normal Regina territory which has now been 
delimited by Illinois crude? | 
Yes. 

You have since the first of the year let the Illinois crude, 
let things take their course? 

That is right. 

And you have Let Illinois crude invade Western Canada and 


that invasion has given a certain definite line at the moment? 


Yes. 

To the Regina refinery? 

That is right. 

The marketing limit to the kogina refinery? 

That is right. 

And the present price of 41.50 which you now pay? 
YES» 


You say establishes a certain line? 


Yes. 
At which it holds back the Tllinois orude? 


That is right. 
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And that ¢1-30 keeps out Cutbank erude from the Regina 
refinery? 

So far, yes. 

At the monent? 

be the moment there is no Cutbank crude going to the 
Regina refinory. 

It kecps Cutbank crude out of the kegina refinery and per- 
mits the kegina refinery to market their product hastward to 
what you call the limit between the Illinoie crude and 
Turner Valley crude? 

Yese You say "keep Cutbank crude out". Outbank is not going 
in there, I don't say it keeps it out, it is not going in 
there. 

het us discuss that and see if I am wrong, it is not going 
in? 

Noe 

Because the $1.30 keeps it out, is that not it, or is there 
any other reason why it is not going in? 

Well it has not been our policy to go out and buy it. 

Well could you, could you put it in there? 

I don't know. 

By paying 41-30 at Turner Valley, could you use Gutbank at 
Regina? 

Well you would have to work it out in actual practice. 

I suppose what you say 18 that begs the whole question of 
what you can buy Cutbank for? 


That is it. 
You do say this though, thet 4f you have to pay ¢1.10, the 
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present price being now {yl 20? 

A Yes. 

Q Now this is the way to look at it, the present price being 
g1.30 for 48 gravity? 

A YO8. 

Q, The present price you are paying being $1.30 you cannot sup- 


ply Rogina with Cutbank crude unless you can buy it for less 
than $1.10? 

d\ That is %1.10 Cutbank and %1.30 Turner Valley brings the same? 

Q Yes, now contrary-wise if you are right, assuming for the mo- 
ment you are quite right, that you think Cutbank should be 
put at, namely %1.00, why thon you are paying too much for 
Turner Valley crude for your Regina Refinery? 

A Well of course it depends on what you can buy it for; that 
calculation is base@ on ¢1.00. 

a Yes, assuming you are right and that that is what you 
brought from fForonto, is 91.00? 
Yes. 


The 1,10 is what we gave you, the figure? 


A 

Q 

A 4A made both calculations. 

Q But $1.00 is the price you bought from Toronto? 
4 


IT brought $1.00 and $1.10. 


Q But §1.00 is still the corporate opinion of your company, 
you might put it that way? 


A Yes EI think s0.- 
You know of no change since this meeting in January 1928? 


Q 
A No é 
Q het us see then, and I do not want to put more into it than 


~ shoulda, I say it is your view, the view cf your company 


that (1.00 is the proper prise to use for Outbank crude? 
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A Yes. 

Q If that is so thon you shoulda only be paying %1.16 for 


Turner Valloy crude? 


If that is so, yes. 

ZL said if that is so? 

Yes; that is right. 

rou should only be pa ying $1.16? 


= SS > pt 


That is right, Mr. Frawley. 

Q That is as against the $1.20, no, that is ¢1.-16 as against 
G1.30? 

A Yes- 

Q For the crude oil at 41.40, you should only be paying $1.16? 

A Ef the crude was being purchased for $1.00 a barrel in Cut- ) 
bank. 

Q Let me pursue that with you, where does that land you, you 
are paying »1.30? 

A YES o 

Q The corporate opinion of your company is that a fair starting 
point is %$1.00 in Cutbank? 

A Yese 

Q, Yes, and it means you are paying 15 cents too much for Turner 
Valley crude today? 

ra Yes. 


Q Well why should you do that? 
A Well it all depends on what we can buy it at if wa went into 


the Cutbank market, probably we could buy it fora dollar, 
and perhaps we would have to pay 41.10. 


Q I thought I had you standing on the 41.00 but you just cannot 


stand on it, can you? 


A No, not when you make purchases, Hr. Frawley. 
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That is our difficulty you say? 

Yes. 

I ask you to assume with me that your dollar is right? 

Yes. 

That is the corporate opinion of your company, for which I 
have the greatest respect? 

Yes. 

Then a dollar is the figure which your company says is about 
what the Cutbank would stabilize at if they went in there? 
Yes, they said they thought that was the price. 

Then if that is so, you are paying about 15 cents too much 
right now for Turner Valley crude? 

Yes. 

That is right? 

That is right. 

Then L say why, why should you be doting that? 

Well we want to use Turncr Valley crude for one thing. 

You want to use Turner Valley crude? 

Yes. 

But you see if you are really paying too much, let us assume 
now, I want to assume that you are right about the dollar? 
Yese 

And you are right in your calculations, they certainly speak 
for themselves? 


Yes. 


Then why should you be paying @leoO, there is the great body 
of people commonly called "the consumers of gasoline and 
other petroleum products" who would be benefitting if you 


brought that posted price down to what in strict competition 


alge 


4 


: 


Jd WwicGrath -~ 7478 = 


04 

19 
it should be at? 

A Of course you cannot tell in strict competition what it 
would be until you go and buy theo crude. 

Q But you justify your Turner Valley price because you say 


it is competitive with Cutbank? 

A At the time that price was established, wle30, we felt that 
¢l.00 was the fair price for Cutbank; now it has stabilized 
Since that and it may be ::1.10, I don't know. 

It i8 very uns&tisfactory, is it not, Mr. MoGrath? 

4 Yes, it is and I cannot tell you any more. 

Q I see your difficulty, I see your difficulty, but you see 
one of the obvious consequences is, if that Exhibit "268" 
is right, if it is correct, and it was not prepared just 
carelessly, it was prepared for this Commission and it was 
prepared with a startin: point of ¢1.00? 

di That is right. 

Q And I want to assume now, just having in mind the consumer 
for the moment, 1 would like you to assume with me that that 
is a correct figure, the 41.00, now if that is so, the con- 
pumers are not getting a fair break today, are they? 

A Well that is, of course, forgetting on whether you Gan buy 
the crude for $1.00. 

a I know but don't, we do not need to keep repeating that 
assumption, that assumption is with us all, all, through ig? 

A Yes. 

Q And I am sayi.g and I think I have some fairly good ground ior 
assuming it, if the corporate opinion of your company coming 
all the way here from Toronto and you coming with it, you 


start with $1.00 and you work out the figuration and you are 


paying too much for crude in Turner Valley by the whole of 
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15 cents, are you not? 

THE CHAIRMAN: 14 cents. 

Mike FRAWLEY: Is it just 14, it is $1.16 and 
3/4, about 41.162 is about all you shoulé be paying against 
glecSO; I will give you the decimal points, sir. Chairman, it 
is. jl.1677, a small fraction better than -162 cents, 142 
cents, well now is it fair to ask you why your company per- 
mits that situation to continue because a lot of people---- 
You say "continue" iir. Frawley, we have not gone out to buy 
Cutbank erude yet, we don't know. 

But the best evidence, I know, you are asked to come and ex- 
plain the Turner Valley price and you have explained it? 
Yese 

And I have stopped quarrelling with you for the moment, you 
see my point of view? 

Yese 

I am right with you, the ¢$1.00, and there is no quarrel at 
the moment between us on that, I am saying it is »1l.00 but 
I am thinking about the consumer and I say you are paying 
too much for Turner Valley crude, for the sake of this dis- 
cussion of this calculation, that is so ia it not? 


If you can buy crude for $1.00, yes. 


(Go to number 7480 _ ) 
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James McGrath. 


q Always with that assumption, then yuu are paying too . 
much? 

4 Bie ate right. 

Q Then using your own Company's corporate opinion again, 
using that es something that is so, real, true and 
correct, then you are paying too much for Turner Valley 
crude? | 

A fhe could buy fer 71.00 a barrel. 

Q Taat- is your opinion. het us anchor that-opinionof 
your Company's. Let us anchor ourselves there. You 
are paying too much for Turner Valley crude? 

A Metyourcould buy it/for 71.00:a barrel, ‘yes. 

Q All Yight, that is so. If you could. Now this is just 
an obvious sort of a thing, if you were paying )1.16 
rather than »1.30-your Calgary tank waggon wnuld cer- 
tainly automatically go down? 

4 4 rate used for the basis right straight along, if it 
was used as the well price for both Calgary and Regina? 

Q Prat Mes'what this is is it not? 

A Yes. 

Q Then all right. I do not want to make any more of it than 
is intended, but as much as should be. Using 268, the 
Calgary tenk eo tsn could be cut by the difference between 


$1.16 and1.30, is that right? 


A Deere Shei 

C That "if" is always there? 

b Yas, all right. You put it in Mr. Frawley. 

@ It is always there. Then it could be cut between - by 


the differemce between 41-162 and §1.30, that Ey 
is right? 


A If. 
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James McGrath. 
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With the "if"? 
Yes. 


It could be? 


- Yese 


4nd also by the difference between the 20 cents that you 
have put in for loading and pipeage and the 9$ cents 

and the 24 cents, aS soon as those rates become effective 
rates. 

Now you are talking about something else. First of all 
let me get this clear. I said {1.16 if you could buy 
at 21.00 a barrel. Now you mention that the pipe line 
rate is reduced. That is what is in effect at the present 
tims. ‘What the future is I do not know. You may know 
but I do not know. 

I have just added that to make it quite clear. You 

are assuming }1.00? 

was 

You could pass on the 162 cents approximataly into the 
refinery? 

You meen starting with the 1.00% 

Starting with the »1.0C, and making the posted price 
CelGa? 

Wes 

You could pass the difference into the refinery laid 
down cost to the refinery? 

Cn this calculation, yes. 

Yuu could pass the difference on to the laid down cost 
at the refinery? 

Yes. 


Which, in turn, would be reflected in the Calgery tank 


waggon, presumably? 
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James McGrath 
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I presume so, I do net know. 

Phen I say in passing, that is ali, we could also add 
on the savings in loading and pipeage if,as and when 
these new retes become effective, the sates that are 
recommended become effective. -That is also obvious is 
it not? 

Pass that on to the consumer? 

Pass that on to the consumer, yes? 

That is possible. 

moO what we get out of Exhibit "268" is this. thet I have 
said. There is nothing wrong with vhat I have said? 

ho, not with those assumptions. 

“ith the assumption of ,1.00 crude in Cutbank? 

Yes. 

Now because I vas not clear about it the other day, and 
I think I am much more clear in my mind, but I think 

it is still important perhaps, and tmt is this division 
of Alberta into the Southern area and the rest of the 
Province. You said that erude was only worth 92 cents 
at Calgary for that operation which had to serve the 
Coutts area? 

That is right. 

But you paid y»1.d0? 

That is right. 


And that is wny you said you could not afford to go down 


‘into that Coutts area? 


Mo. te do go down, but I say economicslly ws should not go 


down. 
Hecause you say you raid 1-30 and your tenk waggon 
prices were based on yl.o0 weren't they‘ 


I do not knov vhat the tenk waggon price was based on. 
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James leGreth. 


There wes a reduction at that time. 
te I think that will be established very quickly @s soon as 
Mr. Halverson goes on the stand. But assume with me 


that the tank waggon price was based on 11.30? 


A Yes. 

Q You do go down to the Coutts area? 

A Yes. 

Q You obviously could not go down into that area when 
crude had to be worth 92 cents and properly keep that 
territory‘ 

A On strictly economics. 

q ti ji% 1s not too difficult to explain, your Company nust 
have had an opinion when they did these two things, 
pay ,i-d3O for the orude and put their tank waggon prices 
@1l over Alberta at ,1.50, and still tske and go down 
eer itear as Milk River, Varner, ana so on. what is the 
answer to thet? why did they try to do the impossible 
or what Looks like the impossible? 

4 I do not know about prices, Mr. Frawley. Mr. dalverson 
will deel with thst when he comes. i was giving you 
the strictly economics of it, although we are going down 
in the Southern part. 

q And you should not bet 

4 Strictly economically, no, we should note 

q Now, strictly economically, really it is fair to suggest to 
you that the Coutts refinery should not have been closed 
and that the Coutts refinery should still be supplying 
the Southern part of the lrovincet 

A I think thet is a fair assumption. 

a Then why was it closed upt 


4 To use Turner Velley crude. 
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James McGrath 
a To use Turner Valley erude? Nov’ then, I want to put 


Something else to you, and I know you will refer me to 
Mr. Halverson immediately. Strictly speaking, you 
should be still supplying the Southern part of the Province 
with Cutbank crude refined at Coutts? 
4 Strictly economic, yes. 
Q But you departed from strict econemics? 
4 heat is right. 


G And let your interest in Alberta erude prevail? 


b> 


That is right. 


co) 


You bought Alberta crude? 


A Yes. 


ny 


I put it to you that putting your tenk waggon of $1.30 
all over Alberta, that you were trying to do the 
impossible. I put it to you that seems so does it not? 
A ‘ell I do not know anything about the tank waggon price. 


I suggest to you that Mr. Halverson is still going into 


gw) 


the Coutts area. Of course, he is. He must be doing it 
at the expense of all the people who are buying gasoline 
and other petroleum products in other parts of the Prov- 
ince? 

A I would not know that. 

C Now answer me a perhaps obvious question, why do you use 
Reginaas the focal point? 

A That is our refinery furthest away from the field. That 
is the furthest competitive refining point we have. 
If we had one at Moose Jaw, we had one at ‘innipeg..... 

° If you had one at ‘innipeg and perhaps not one at Regina 
you probably would have used ‘innipeg, or do you think 
that would be a little far Hast* 


A I do not know. 
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James WeGrath. 
Gc Wherever you went the farther vou get away from the 


well the more depressed the producers’ price ought to 
be? 

4 Petes Licht 

4 So we are back to this consideration of how far should 
the price go down before it badonee Cte regard- 
less of the inereased volume for the producer to sell 
it at that low price? 

A Yes. 


Q Maav is true is it not? 


A That is right. 


ce) 


And what thought did your Company, whet consideration 

did your Company give to these things when they decided 

to use Regina as the place to establish the value for 

erude, for Turner Valley erude in competition with 

Cutbank* 

4 “ell, the law of diminishing return, when you get into 
Manitoba, is so drastic that that seems just the question. 
Vie had a refinery at Regina and it was decided Regina would 
be suggested as the key point. You may have some other 
ideas. You may think Brandon or some place else. 

© THE CHAIRMAN: What I want to determine 

is the economic line. How would you go about that? 

You say something is economically sound. Crude should go 


so far and no further, as I understand. There is a point 


that be comeSeceee 


A Yes. 
“here erude should not go beyond that? Allright. ‘That 


LD 


ts after taking into account the greater volume and every- 


thing else, there comes a point beyond which you should not 


pass’ 
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James McGrath. 
A Pmeu Lsrioht, sir. 
2 I suprose your Company hed to consider that in addition 


to their many other problems involved in carrying on an 


Oil buSiness? 


A Yes, 
te Hew do you go about figuring out ees that economic 
Pine ts? 
py It is the difference between the cost, the laid down cost 


of crude at two refinery points brought to a definite 
line. In other words, when you drew an economic line 
between Regina and earnic, the cost of the ,roducts from 
regina and Sarnia will be equal on thet line. 

qj Mea ch clay $ Mr. McGrath, the first 
question from that is, you put the price at ;:1.30 when 
you were sending Turner Valley crude or the products 
made from that, into the Manitoba market? 

A Yes; that wes 41.30. 

To the extent of about 1700 barrels? 


2? 


A Yes, that is right. 
a Then you withdrew those 1770 barrels’? 


4 Yes. 


You said a moment ago that normally the more crude that 


#£Y 


comes out of the ground, or that one of the incentives 
for the producer to accept a lower price is thet he can 
see more crude going? 


4 Yes, that is so, a larger amount. 


And the law of diminishing returns begins to operate. 


DY 


Does it not follow, you have taken away from him that 


extra guantity of 1700 more barrels per day that that 


should have some effect on the price. ule agreed to 


put it down to that price pecause you told him "‘‘e can 
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"send 1770 barrels avay into Manitoba"? 
yh If you want to go back to these mathematical averages 
and say the well price Should go up, kr. Frawley, then 
the only alternative we have is that Illinois will 
encroach in that territory. \e have made no change in 
the price. 
Gq Why didn't you make any chanze in the price, that is the 
point, because that would seem to follow certainly on 
the basis of your criginal average, you woulld think, 


because he has lost the 1770 barrels? 


A Yes, if we stayed to that average. 

Q He should get more? 

A Then it would cut down his output. 

Q That is right. He would be selling @ little less but he 
would be getting a little more per barrel? 

v2) You. 


Q So you say "Away with this average price. JI am going to 
try and find e price at which Turner Valley must be 
laid down in Regina to compete with Cutbank." 

A Yes. 

t Let me put this to youe Suppose that the Commission 
was satisfied on all the evidence that this corporate 
opinion of yours was right. Let us say that. Let us 
say that supposing I brought an expert here who surveyed 
the whole situation, and even made a study in Munténa, 
and agreed with you thay yle00 was correct. Then we do 
not have any more assumptions. Ve find it a fact? 

A Yes. 

4 From there I presume you would reduce the posted field 

price to 41.16%, would you’ 


4 tell I do not know, Mr.Frawley. 
VE 
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Q Can you tell us something about that. Ve are away from 
assumptions? 

A Yes. 

@ ‘ve have another assumption now, assuming everybody agrees 
and the Commission is satisfied. 
MR. NOLAN; I do not see why we are away 
from assumptions. Because you bring an expert that only 
adds one opinion to ancther. 
MR. FPRAVL&Y: Then my friend contemplates 
this thing rcmaining in this very unsatisfactory state of 
uncertainty forever and ever until the last word has been 
said‘ 
Like POLLAN: How can we do it’ 
MR. FRE: Lay: All right. then, Go wid aeiey, 
with assumptions. 

« Assuming that every voice before the Commisséon, put it 


tht wey - that might not add up to anything in the 
Commission's judgment - but that every voice before the 
Commission joined with yours in saying that ,1l.00 was the 
right place to start at in Cutbank. Gan you suggest 
any reason then, any-morson, and I want to Know if there 
is some additional reason, is there any reason at all 
then why the price should not go to ,1.16% 

wat No, I would not think so. 

- That would seem the strictly economic, reasonable, fir 
and equitable price?’ 

A Yes, as far as our operations are concerned. 

e Let us not concern ourselves with the Commission's finding. 


But just discussing it from the standpoint to remove con- 


troversy? 


A Yes, 


» Lean ae: ors roe 


eho at ter at nokeatmnod 6 


84 KY p\ tia eS £) pea tay at wey ott. 


DE d ' wt ‘4 I 4 Ae Na hs hee Du) gy 
i - 
, poe ) 
= cs % 
S Sy a » 4 ® 
Sane PU eM Le adr 4 Par ts OW ee red 
‘ " ath ‘a a ‘i 
f i va i . 5 ia f} 
a ad . i ) 4 P Baie ss a H 4 i } i RSG AA sae ‘ ren 
i Ui Ui aie : a ae 
; rata ; 
, i ne eas mag A ie 
LJ ‘ he i sy al , iy it 
wa ar 
4 ’ r 
- ‘ \ y ey j 4 ; " ry i 
© 
24 
, ot» 
ent 
hl, ; 
in ne By i 
t “ J r Yi a fF t A,’ i] 
’ 
. i 
98.2 A | ‘ [#3 
Wi ‘a a ware q ’ ‘ Aa ‘ 


aa 7 . mr f 
Bi se a : ; xe 
ran ap a es ” ce ak 
" a ae ski ( ig ‘5 ba fas 
” 4 
tae - i ays 4 EPS k. 


re suka xn a ee Oa i Nac ae 8 8 tua 


ih Md ‘ « ke if ie. Gy ) % Bi S Che His i ia mah ie be a te aie i ee 
Dh RAT Cee) SIMI Ob aR a ane es: cig tie a ll ene oni 
Pore ‘a ‘ \y ; ah a apt? i oT 
pi ‘ y Lt i 
¥, iy aM; ay me 2 es - 5 sa) “i Py ae m ty aby aM 
iene ae mL ae. Ge: Mey hg iy he ee nei by a ‘ (neste 
it : Pye 


Care * ; van ( any 
NAW LY ‘ f r wy ) A Rt ey ee a et ; ; 
a CVA OE a a BM oh bg Ce 5) ‘es he: en i 


se 
has pcg 


SBOSTHOROS “ye. , 


P-4 
ys 


James MeGrath. ~7489— 


Suppose we gre all agreed in fact that a dollar was the 


£9 


right starting point? 


A That you could buy crude for 31.007 


ce) 


Yes, that you eould huy your entire crude reguirements 
£O0 11.007 


A Poe that 1s right. 


Q You are not going to be foolish enough for the purposes 
of experimental demonstration to rush out and buy a lot 
of crude? 
A No. ‘e@ do not want to buy the crude. 
C So we have to stay in the realm of discussing iti 
oo} Yes. 
is And being reasonable, and bringing 18 many cerrect factors 


to bear as we possibh&y cant 

A That is right. 
Q And after a discussion of all these factors, ifwe all 
agree it vis $1.00, or at least nobody was heard to 

oppose any such suggestion, then the present price of 
erude would have to come down to 41.16 and the Calgary 
tank waggon would be accordingly amended? 
If the price came down to #1l.16, yes, I presume the tank 


Waggon price would come down. 


q It always does? 
A It always follows the crude price. 
C And then, of course, it follows also does it not that 


Turner Valley gasoline would go a little bit further, that 
alweys follows? 

A Oh yes. It would start pushing t ek Illinois again. 

q Sure, it would start pushing back Illinois? 


4 Yes, that is right. Of course, the producer might have 
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something to say about this. 

e He would have to be agrecable to the ,1.00 as the starting 
point? 

A Yes. 

& But you do not want to have me suggest to you that the 
producer, other than the Royalite Company, has ever had 
a great deal to say about this posted price, has he? 

A £*ao not know. 

G Now, iw. MeGrath, can you give us, or do you intend to 


give us, for the assistance of the Commission, because 
you are possessed of so much knowledge about these things’ 


A Thank you. 


4 number of prices with a view to having it determine the 


Pp) 


economic line? That is really our problem? 
A I will give you any information you desire. Anything you 
want I will give it to you. 


“ill you work out where this would go. You have all of 


sD 


the other factors. You heve your traffic department and 
your crude department and everything else? 

Bb Yes. 

Q I am going to give you an invitation right now. ‘ill 
you do this for us, Mr. McGrath, will you go both sides 
of the 41.20 for us? Gu to 41.35 and then 1.401 Then 
going down to to ,1.25, v1.20 and 91-15. From yl.15 
right through to 41.40 in 5 cent jumps? You can Skip the 
51.20 of course, because we have that. But 41.35 and 1.40% 

A You appreciate we will have to get that information from 
the traffic department in Toronto. Volumes vary in these 
territories. 


@ Yes. Perhaps you could put it on a pretty map for us? 


Ms I have not any maps here. ‘e will get you something. 
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Toronto has a lot of maps, and you are going to bs here 
for Quite a while. | 

MR. NOLAN: 7 He is going to be here for 
the rest of the year if he is going to work these things 
out with the abandon that ynu ask us to prepare them. 
will that take some time? 

mes, 2b Will take a lot of time. 

Mies ERAT Y's Lt will take a lot of man 
heurs, but there will be a lot of men working on it? 

Dre, NOLAN: There will be a day's work? 
Oh yes, more than that. A day or two. Mr. Frawley, is 
there any limit to thist It goes up. It is Regina 41.40 
is it’ you are talking about? 

MR. FRS‘L&Y: Yes, that line which now is 
Somewhere around Portage la Frairie, show where tha t would 
be with the varying prices of crude? 

Yes. 

And the varying factors,quantities and all that. You know 
all about that? 

Let us assume Regina is »1l.30 crude now. “e@ would have to 
consider that if it goes  ..bove ylecOt 

Oh yes. 

You cannot 20 UP ADOVEc--s- 

You can contract it? 

Theoreticelly. That is theoretically? 


Yes. But these economic lines, cannot you tell us 


precisely if the price went to jle40 tomorrow, for any 
reason? 


Yes. 
wouldn't you have a new line right away? ‘vouldn't your 


traffic department give you 4 new Line? 
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A Yes. But I am pointing out it would get beyond what 
R@gina are prying for crude today. So it is just a 


theoretical calculation. 


£9 


Yes, it would be. But if the price was Ghanged that way 
tomorrov’ it would not be theoretical. If the price was 
made 1.40 tomorrow it would be an actual line? 

i Oh yes. 

G Supposing for some reason or another ‘this price at 

Turner Valley was posted at 41.40 tomorrow? 

Yes. 

You would have a line just in the twinkling of an eye? 
moo. mw canieot that for you, but Ivam just pointing woug.... 


That contracts it? 


- 5S & D b& 


Assuming Regina is at $1.30 now, if you raised it to 61.40 
it changes the conditions at Regina. 

As When you get above that 41.307 

A Yes, it certainly brings that line where the orude is 

now going, it brings it back. 

Then you get into Calgary and Regina, and they will start 


to change. 


& Well it will be « different picture altogether’ 
v) Yes. 
Q Th-t is t rue? 


You not only want the Sarnia-Regina line, but you want 


the Calgaryece-.ees 


The Calgary-Regina line, oh sure? 


te o b> 


TH nt 
BY bea 


Is that necessary? The 


op) 


MR. COTTIs: 
object in determining the line between Regina and Sarnia 
is to find what, if the field price is increasing? 


MR. FRALEY: Is the total market‘? 
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It is the total volume involved. 

The purpose is to illustrate how this law of diminishing 
return works? | 

Yes, I see the point. ‘“e will get that information. 

ME. COMMISSIONER LIPSETT: It would not alter the 
line between Calgary and Regina would it, if the price 
was put up’ They would be both the same points? 

Yes, they would be both the same points. I was thinking 
it would change the volume there but it will not. 

WR. FRALEY: This morning you told Mr. 
Plotkins that the marketing department did occasionally 
get costs from your department’ 

Yes, that is right. 

what purpose do they serve? Prices irs not fixed having 
in mind cost? 

I was thinking of asphalt, greases and lubriscsting oils 
mostly, along thst line. 

To be of some help to them in fixing market prices? 

I do not know. 

You mean asphalt perhaps does follow cost does it? 

IT do not know. ‘+e furnish them with the costs of 
various things. It is not regular. It is if they want 
something. 

IT have been told and I do not want to learn over again 
that you cannot give the marke ting department the cost 
of 3 Star gasoline and isso and Acto* 

That is right. It is just an estimated figure. 


You gan give them a price cf all white products? 


Yes. 


So that I do not know what good {t would do. ‘ould it be 


of any help to ir. Halverson to give him the price of 
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all the white products? 

No. 

TH: CHAISMAN: Just to refresh my memory, 
did you say it vas Mr. Halverson who would be able to 
tell us why it is that it would not be practicable to 
have a price for, a selling price for Alberta and 
another for Saskatchewan and another for Manitoba? I 
am speaking of the districts in a general vey now? 
The selling price of products, sir? 

sneer soLLine price of products, yes. 

Yes. 

Which would be reflected, of course, in the price then 
given for crude oil. The producer would get a given price 
for Alberta and another for Saskatchewan and another 
for Manitoba, to be pro-rated amongst producers? I 
think you said you were not prepared to deal with the 
question, but who did you say we could get the infor- 
mation from‘ 

Mr. Halverson on selling prices, that is right. 

It might be a quite foolish thought, and there may be 

a perfectly good answer to it. But I do not understand 
it yet why the consumer in Alberta should not get the 
benefit of a price of the one next nearest to the oil 


field, the benefit of a lesser price? 


Yes. 

As far as the producer himself is concerned he would 

be getting the average price under any such scheme if 

it were put into effect, and if it was properly pro-rated, 
it would result in that? 

Now we get into averages again. 'e will have one average 


price for crude oil, and we will have that serving differen’ 
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markets. 

Yes, depending on the volume and all thet sort of thing. 
Then you would have one price of crude oil, an average 
price for crude oil, and that would have to serve this 
market and that market and thst market regardless of the 
cost of getting the goods to those markets. The two of 
them would still, theoretically, the crude and the products 
would go up together, advance in price together as the 
distance inereased from the oil field, theoretically. 

Vy thought is that the man near the oil field, who has 
Only a fev miles of carriage, should be able to buy 
gasoline more cheaply. There may be a good sound reason 
why he should not. I follow what you say* 

Yes. 

But you think ir. Halverson should be able to explore 

that ang tell us why that could not be worked out? 

That is right. 

Major Lipsett suggests I have not put to you - I thought 

I did yesterday - that there must be some explanation 

of why the producer of crude should not get a higher price, 
say in Calgary than in Regina and so on, and on into 
Manitoba, Weeenes of his not having so much freight to 
absorb, for the local market. Alvays ero-rating it 

again? 

In that ease your erude oil would start at Calgary and 

go down, and the selling price of the products would 

start at the other point and come back. It would be 
just the opposite direction. 
LR. COMMISSION dR LIPSSATT: Sons thing like what you 
suggested, Mr. McGrath, yourself, when you fixed this 


“1.52 for the Calgery refinery here? 
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A Yes. 
And everybody pro-rated for that amount of consumption, 
every producer? 
4 Yes. 
S) Phen you go to Regina where you put it at the 41.15 basis? 
A Yes. 
G Ahad give overybody their share of that oil at that price? 
4 Yes. 


G And then further dast if it be@omes posted at $1.02? 


A Yes. 
e Give everybody their share of that? 
A In other words have three separate billing prices for 


crude oil, one for Calgery, one for Regina and one for 


“innipeg. 
a Three separate prices? 
A Yes. Hach would have to get a proportion of the higher 


price and bear their propostion of the lower price, each 
producer, I suppose? 


(. Yes, that is all. 


@ THE CHAIRMAN: “e are just wondering if 
that is wholly impracticable, and if so, why? You say 
Mr. Halverson would be a better man to speak of it? 

A That is on crude oilt 

& On the erude oil? 

é The economics, the furthest away point you would establish 
the price and it should be the same right straight 
tthrough, the same price of crude right straight through. 

Q But wh) is that economically sound? Suppose a person who 


is shipping oil to Calgary, a few miles away, why economt- 


cally should he get the price that he would ship to 


Winnipeg at? 
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z:\ Let 3) ae 


2) 


I quite understand he is only entitled to his fair share 

of thet Calgsry trade? 

A Ys. 

C Il am not disputing that, but to the extent th-t he has 
the Calgary trade, vhy has he got to teke the ‘iinnipeg 
price, economically? 

A If you could draw lines between this place and say here, 
Winnipeg you pay 1.02 and hegina you pay wl.L5, and 
Calgary you pay 41.52, and everything is cast on that 
basis, and it is held with those definite lines, I 
think it is sound. If it could be held at that. 

Q If there were one producer and you say "We can afford 

te gives’ you for your crude oil so much, but if it is going 

into Regina it is going to cost more to put it there 


and you will get so much? 


A YeS. 

C. And if it is going to ‘“innipeg you get so much lesar 

A Yes. 

& I cannot see anything wrong with that, but mind you, I 
know very little about the business? 

y:) Ve will have to explore the possibility of ‘.innipeg 
shoving back against Kegina. 

A Yes. 

A You would have to explore that. 


MR. COMMISSIONSR LIPSiTT: That is why we are suggesting 


that you should help. 


THE CHAIRMAN: You would be a much better 


explorer. I wonder if you emn.get any information that 


would help us, Mr. MeGrath? I quite understand with 
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various departments you have to co-ordinate Somewhere. 
I wonder if you could assist us in this matter that is 
bothering us by reference to whatever department you 
ordinarily would if you had to find thet out for your- 
self? . You would call upon whatever officers you should 
and get the information. 
4 Yes, I get what you mean... I will have them explore the 

Soundness of the 41.30 providing there were definite 


lines between these prices. 


(Go to Page 7499.). 
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Q 


Plotkins. 

It may make a difference to the ultimate, ultimately 

ta the consumer in these areas? 

Yas. 

In relation, ET mean it would be reflected, would it 

not, in the prices that the consumers would have to pay? 
Yes. 

So it becomes important on the other phase of the matter, 
you see, for instance, when it was dadea on Mid-Continent 
crude, Turner Valley was worth $1.02 in Winnipeg; when 
Tilinois crude came in it dropped to 64 cr 66 eents, or 
a@reduction in price? 
A reduction in the selling price in Manitoba. 

If there was something in the theory advanced, it ought 
to make a great difference to those who were nearer to 
the oil field, if it were sound; however, you will look 
into that? 

ewiil explore it, Sir. 

MR. FPLOTKINS: Mr. Chairman, 7? ‘would Tike" to 
gO into the witness-box and make a statement for five 
minutes; f£ am not able to come here in the morning, 

and it has a very vital bearing on what we are discussing. 


TH? CHAIRMAN: All right. 


LEON Lb. PLOTKINS, having been recalled: 
MR. PLOTKINS: I appreciate the statement 
you have made that evidence was of no value unless you 
went into the witness-box. 
THE CHaTRMAN: That is right. 
Now, I have knowledge of the circumstances that led 
the Imperial Oil to make the price of $1.30 on 


January 5th, 1938, and what I know is this, that at that 
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Plotkins. Bie 
time I was negotiating in Montana with the International 
Refining Company and also with the Imperial Oil here, 
and with various other producers in Cutbank, and in 
the Kevin-Sunburst field, and after a few days! 
negotiations it. came to my attention, I was informed, 
and I am not in a position to say definitely how, but 
I received information direct from New York, from the 
Standard Oil offices, two to three days before Toronto 
announced publicly the price of $1.30----- 

MR. FRAWIEY: This is in January, 2938? 
Yes, that is at that time, previous to the announcement 
by Toronto; now, to the best of my recollection the 
information came through producers, through large pro- 
ducers; in fact,I am under oath and I only want to say 
what I recollect, it was either the British American 
Oil Company's representative in Shelby or the informa- 
tion from the International Refining Company's manager - 
of the refinery or possibly the local officers of the 
Texas Oil Company, that is the three sources of 
information that I was able to get at that time, but 
from one of the three, or at that time there was some 
gentleman, I do not recall his name, that was travelling 
into Montana, that had to do with the crude prices in 
Montana, I think that man was connected with the 
Continental Oil Company, I am as sure, I do not even 
remember his name, but from one of those sources I was 
told that an arrangement had been arrived at between 


the various purchasers of crude in Montana so as to 


give effect to the new situation that had developed in 


Alberta from, at that time, as to what looked like 


sufficient crude to take care of our markets here. 
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Now, acting on that information which I say again 

came to me two to three days, and at that time it 

was made clear to me that even Toronto, which meant 

the Imperial Oil themselves, had not yet received 
official confirmation of the price that they should 

post in Turner Valley, and at that time I made arrange- 
ments and we entered into negotiations with the Imperial 
Oil to sort of permit us to discontinee purchasing crude 
in Montana and purchasing our requirements in Turner 
Valley from the Imperial O11, so that in making this 
statement, it is for the purpose of showing that at that 
time at least Imperial Oil must have consulted or the 
New York offices of the Standard Oil of New Jersey must 
Heve ‘head full knowledge of all the facts, and arter 
negotiations with the interested companies in Montana 
they determined what I call at least and what is known 
as a case of seesawing, just to keep everybody in place 
and not to have any fights over prices, they determined 
that $1.30 would take care of the situation and that is 
the statement which I wante@a to make because I think 

it has a very vital bearing on how prices are arrived 

at for Turner Valley. 

Q THE CHAIRMAN: Yell, what point do you make, 
Mrs Plotkins, it ig not in dispute that the Imperial is 
@ subsidiary of the Standard Oil of New Jersey, I mean 
there is no concealment about that and as yet no 
impropriety is suggestéd in their having subsidiaries; 
it would be natural that the Imperial, at tease 2a 


would seem go to me, should communicate with its parent 
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company, and should communicate to it any information 
Miatoun tb nsd would it. not? 

tes, “well, what IT am trying to say, Mr. Chairman, is 
that the elements that went to finally arriving at 

the price of $1.30 for Turner Valley crude were not 
elements that the Imperial Oil Company has stated to 

five “ consideration; the factors that are competitive 
in Montana were taken into consideration by the parent 
company and it is the parent company that can give the 
explanation, and not the Imperial Cil. 

THE CHAIRMAN: Ii see; any examina tion? 
MR. NOLAN: Well, perhaps, you will be 

good enough to let us know the source of your information, 
Mr. Plotkins? 

I have given you it to the best of my recollection, 
although after talking it over with some of my employees 
I may be able to give it definitely, that is as to who 
gave me the information. 

The British American representative in Shelby? 

That is one. 

Who is he? 

Mr. J. 7. Johnston. 

Me International Refining Company manager’ 

Yes, that is, at that time I think it was Mr. Lengdry, 
whoever the manager was at that time. 


At what time was this? 


This was just around that time. 


In January of 1938? 


It was in December, well, in fact, it took two Or 


three weeks of negotiations. 
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Q This information you got two or three days before the 
btn OL Desens | 
A Yes, it was just before, just about thet time, naturally. 
Q The local officers of the Texas Company? 
A That would be the manager of this local company here, 
Mr. Meltabarger. 


Q You mean the Calgary of fice? 

A Yes, the Calgary officers. 

Q Yes, and other Texas Company officers in Calgary? 

A No, that is the only onc, the reason I go to these men---- 

Q tf don't care why you go to them, any other names of 
any Other officers of the Texas Company in Calgary? 

A No, that is the only one who would be in a position 
to give me any information. 
Did Mr. Meltabarger tell you this? 

A I am not sure. I am stating that from one of those 
four men or possibly from ali, I had talks---- 

A Are any of them dead, Mr. Plotkins? 

A No. 

Q They are all alive? 

A Yes, they are all alive. 

Q Are they in this country? 

A In this country. 

Q Yes? 

A No, ir. Langdry has been transferred to Texas with the 


game company but he is available, and Mr. J. W. Johnston 


is still in the same position in Shelby and Mr. 
Meltabarger is still here. The other gentleman, I am 
going to have to find out who he was, because in the 


course of my business I get into talks with a number of 


oil men. 


" " 1 
ma as ; e q n es’ ce a ol i 
ee Moke ah eh a ae 
gM e Hate pay Re bose nes ‘ nerds OF Ba eS 1k oh wee ME 
pair Pa abe ia ees =I om Bin te Riis RE an Uy! 
: U ee \) Bc ieee CAT 
. t 
1 
y mt : 
: by i 
, i * 
S ' 
: Age f 4 F 
¥. } A ae ’ ae 
if 1 abe ot ny 
pe Ta! 8 
‘ a 5 ee cal 
4 f t \ i 
bs at ‘ 
Fecha ae 
Oe PARRAPN\ Ni 
er : ( ; 
x | 
x 
Mery 3 on d ) 
f 7} ; 
1 “ea 
ry 
ay ie tee 
ates \ » DES a4 
' \ } eo a ~ y 
oe , i ay 4 by ! 
. Bt “4 Ae) . : oe ee 
Es Ce, id nie ran 
4 : cis ae moe eS 
4 mG er 
AD eee ee eae 
} i fils 
‘ } | 4 i ) 
Na Ie comin Wy ay 
: Ces 
x _ 3) 
Vy: : 
i y ih ; f i gree 
a) * be ” { 4 Mar tle ee ioe vy ah phy De Be 
‘aes yaa ah B A Cone bh On te) it 7 
UP keane oa Odin te ieee ag 
: SAW ete Reng) Na aha aT | 
ae, 1 ‘ R 
) i ane f / rea 
, e F 
velenva wee a a ' 5 yy , 
Pas ’ . t.. 
Q 
; Aas 
f ses ey 
ey 
: i : Ae es 
4 pie tant 
Pan a ’ 5 t . ¢ 
Kun 
PS 
“a f ; | 
PRA aT eee Ng 
id bate fe 
may ay rt 
; ee ea wt 
ere ho heey 30 al 
1 v * . ‘J j 


a oy. 
Me 


ins alight 


ae) Aa A mah 


L. L. Plotkins. ane 

Q Now, you d mt know which one of those four 
gentlemen it was who gave you this information? 

A No, the reason I gay that is that I was in communica- 
tion, constant communication at that time with all of 
them for the purposes of Pana Ae out, or at least for 
the purposes of obtaining from them, all of them, what 
was going to be the result of the conversations that 
were taking place in New York with respect to the 


Turner Valley situation. 


THE CHAIRMAN: Mr. Frawley? 
MR. FRAWLEY: No, I have no questions. 
THE CHAIRMAN: All right, thank you: 


(The Inquiry was here adjourned to be resumed at 10:30 a: m. 


May 23rda:) 


- 


ADALZ } J.J. FRAWLEY 


ig Act 
ay 23 


aN he fir ouince of Alberta 


IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 


(Chairman) 


—and— 


L. R. LIPSETT, ESQ. 


eee TSS 


Session: 


CALGARY, Alberta MAY 23rd, 1959 


sper ; seth es cS 2 Bie eh T Ss Sipe ; Bihan ap " & : : : 
oe Sede ee eee See a ae Lage a ems abs ee” aera : ; : Sipe eed 
= = pres eee Se pee = eee alte : [— : 
ae SL ey pom Se Poa EO a a IE Oe Re et ore Rig ee ae eee = 
aes SO et Se eee ae eee Ne ee A — “ z : : 


VOLUME 


ND ae 


i] 


f 


 -VOLUME 63 - May 23rd, 1939. 


ue .plotkinen:= recalled Sia een Gun ete toh eNbeniban he 7505. 
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HOSS0 As Ms Sessicn. 


cord May, 1939. =~ 7505 - 
MR. FRAWLEY: I am recalling Mr. Plotkins. 


LEON L- PLOTKINS, having bees 


recalled, examined by irs Frawley, saia: 
Mr. Plotkins, you are still twndor oath? 

A Yes. 

Q During the last two or three days we have been discussing 
the considerations whiah enter into or should enter into the 
posting of a field price for crude oil in Turner Valley and 
have cndeavoured to makc some examination cf the prices 
Which the Imperial O11 did post on the 5th of January, 1938; 
you have been taking part in that examination and have in- 
timated that you, that it appears that vou hole certesin views 
about the subject, which are not evidence of course because 
you have not been advancing them as a witness, so it occurred 
to me you might now take this oppcertunity of discussing, as a 
witness, with the Commission your views with respect to the 
posted field price cf Turner Valley crude? 

4 Yes. I had not planned on being here this morning but om the 
request of Mr. Frawley I thought it better to do so. IT am 
going to endeavour to paint the picture of the, what I think 
is the considerations that should be taken or what should 
govern, what is the fair and equitable price for Turner Valley 
crude. 

In the first place, Turner 
Valley, being situated inside the Canadian Border and protected 
to some extent by the tariff, by a teriff on crude over 40 
gravity and by a tariff on refined products, comparatively high, 
can stand or stands in a different position than the average 


field of like magnitude in the United States. It has another 


point of superior or protection over the American fields and 
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that is that we are here situated in the West of Canada with 

a normal market sufficient to taks care of the production of 
the present known reserves of Turnar Valley, so that when we 
fit up the productio» of Turner Valley against competition 

in the United States fields, whether they be from hiontana or 
other fields that might compete with Calgary and Regina and 
Winnipeg and some parts of B. C., we must take these facts ine 
to consideration. 

Now we have another consideration 
that should be reviewed and that is the different position of 
the major companies in this marketing territory. In the United 
States territory, a territory such as this, of like volume, 
would be in the hands of a multitude of companies, some inde- 
pendent, some major, but in the main the volume of the distri+ 
bution would be in the hands of independent distributors and 
marketers. The reason Il say that is that at this date on the 
figures issued by the Bureau of Commerce in Washington, if I 
recall the percentages, there is still 75% of the gasoline in 
the United States distributed by independent marketers, whereas 
in Western Canada, and particularly in Calgary or in Alberta, 
the probabilities are that 90%,-well I would not say that,- if 
we nake a distinction there as between the distributors that 
distribute independent products and the distributors that dis- 
tribute major companies! products, 94% would be correct, but if 
we take into consideration those distributors that are, for all 
practical purposes, independent and yet purchase their re- 
quirements from the major companics, thereby giving the major 
companies the power 40 purchase the crude, they would constitute 
some 14% of the total business; in other words even allowing for 
the companies that distribute Imperial Oil gsxods but yet can 
f circumstances justified it, the market is still, to 


Ghange i 


the extent of 76%, in the hands of the major companies, so that 
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if we weigh the situation in the Unitea States where the 
distribution is still in the ands of independents, making 

it impossible in the main for the majcr companies at all 
pceints to control the production because they control the 
distribution, and we weigh that against the position in this 
country, we find that, for comparison purposes, the market is 
largely in the hands of the majcer companies. Now when I say 
that LT have in mind nct only that they own the greatest per- 
centage cr the bulk of the service staticns that distribute 
the gasoline to motorists but they have also built up through 
the course of time a complicated system of tying up mdependent 
outlets that ar> located or working under conditions that would 
make it unprofitable for the major companics to distribute then- 
selves in those locations and when I say "tie up" I mean that 
they have advanced money sither in the form cf a mortgage or in 
the form of some special tie-up with the agency, So a nultitade, 
there are an infinate number of ways that it is being done to- 
day. 

Now as a result of both those sit- 
uations, where they control and own the bulk of the service 
stations and control the bulk of all of the rest of the dis- 
tributing facilities and I am now talking about pump facilities, 
you have a situation where, being in control of the market, 
they are then in control of the purchasing of the requirements 
of crude for their refineries to supply that market; in other 
words no one is going to be in a position to purchase crude ad 
manufacture it and sell it, if they have not the means of toth 
manufacturing and selling it, and those means gannot be built 
up overnight and they Gannot be built up by anyone in his right 
a company camo into this territory and decided 


pBenses because if 


that they were going to come in end seek their own share and 
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wanted to do it practically overnight they would have to 
duplicate all the facilities of the existing major companies 
and split the business te such an extent where the cverhead 
of both of those that are now here and the new pecple would 
make it impossible to carry on, so that any major company or 
any individual coming into this territory with a view of 
acquiring a foothold and gradually Yuilding up the business 
must ccme in prepared to sacrifice capital in the form of 
losses for the initiel few years and take time to gradually 
build up and displace his share of the market to their ad- 
vantage. 

Now having laid the background 
as I see it, it is self-evident that in this part of the 
country, the major companies are in a position where they can 
effectively do as they please, within limits of course, with 
the crude in Turner Valley. Wow that being so, the price or 
the value of that crude should be governed by other consider= 
ations than just competition from Montana because the compot- 
ition from siontana insofar as Turner Valley is concerned is a 
matter of arrangement between large companies, and whet I mean 
by that ig that the Montana crude does not come into competition 
effectively with the slberta products and to prove this point I 
want to draw to the Gcmmission’s attention the fact that in 
Gutbank and in Kevin the purchasing companies, they pre-rate 
their purchases and the conditions of pro~ration are that if 
the purchasing company purchases 50 or 60 or whatever percentage 
the purchasing company decides on, the balance must not be 
sold, it must be kept in the ground. the same condition as per~ 


tained in Turner Valley previous tc Government conservation and 


proration. 
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Q Is that at both Kevin and Gutbank? 

A Both Kevin and Cutbauk, so thet the competition that can 
come from Kevin or Gutbank is a matter of arrangement be~- 
tween the Standard Oil of New Jersey, the International and 
the Texas Company and any other ma jor companies tkat controls 
the situation in Montana. 

Now having said that, then what 
is the fair and equitable price? Well now the fair ana 
equitable price depends on a numbor of things; one of then, 
are we here “in Western Canads attempting tc erect or build up 
an oil industry. in view of the fact that it looks probable 
that we will have a number cf fields anda that we will not be 
able to consume the crude that we are likely to produce? In 
that case, we should look towards establishing a market, a 
distinctly Canadian market. the same as the AmericansS have 
Duilt up a distinctly American market. Now the considerations 
that should govern us at this time are not the considerations 
that governed the American market, Decause of the fact that 
they are established in a numbcr of countries throughout the 
world and they have built up a werid market based on home 
sondsideration. Now ihn Western Canada here it looks like 
Calgary should be, should occupy the position timt Tulsa 
does in the United States. What I mean by that is that Calgary 


is likely to be the centre of a number of oil fields along 


the foothills and in the prairie, on the prairieS,and as I 


visualise it with the railroads now taking or yielding to 
competition and preparing themselves to publish a considerably 
reduced rate for refined products for shipments Kast and West, 
4t looks also that Caleary should »eco ie the refining centre as 
well as the production centre of the country. If we take those 


considerations and want to give effect to them and are prepared 
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to sacrifice the present so as to build up the future, 

well then we will want to put our crude on a world basis, 
which means that we should adopt the fulsa or the Mida- 
continent scale df prices. Now ths MWid-contineit scale of 
prices is practi¢ally the lowest in the United States. The 
considerations that govern it are the considerations that 
will govern this territory if we havo oil for export and they 
are that the oil must find its market on a competive basis, 
where they are, where there exists froe markets. Now free 
markets are in the hands of independent companies thr oughout 


the world: The ma jor companies throughout the world unite and 


co-operate with one another so as te cause the least movement 
Of oil, so as to make the opsrations as profitable as possible. 
What I mean by that is that if ths Standard Oil of New Jersey 
has some markets in China and another company, another major 
Gompany, has an oilfielsS that can supply that market at less 
cost than the nearest Standard Oil of New Jersey supply, well 
then they will make a deal with that company to supply the 
China market because the freight and the expenses cf laying it 
on the market are less, therefore it is more profitable. Woll 
new with the independents that does not govern because they are 
not able to make these intershanges and are not able to put 
themselves in the position where they can make these sorts of 
deals, sc that they must go anc buy en the market-« Now they 
are the ones that do create the markets and impcse in the last 
analysis the prices that govern, although, for lecal consider= 
ations, the world market or the Tulss market is obligated to 
the extent of the centro? of the market and other facilities 
of the companies operating any given territory, in other words, 
while we have a good illustration of it in Alberta, until crude 


was discovered in k.ontana, Alberta, for all pvactical purposes 


s0 far as the oil business was coneerned, was an island. It 
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could not, we could not ship in hero very profitably. ive 

had to go to the Mid-continent, to Tuls&8, Oklaheme, to 

get supplies and as a result of tht the Imperial operat ing 
in Alberta with its parent company ownimthe oil fields in 
Wyoming, which was considerably closer than Tulsa, took ad- 
vantage of the fact that no one could ship in here except 
from Tulsa, Oklahoma, and based their price of the fiuished 
product cn what it “ould cost tc bring in gasoline from Tulsa, 
Oklahoma, plus the freight. plus the duty and that reduced 
the cost tn an average 1/2 a cent and said "This is the price 
that we will sell on the Alberta market", because no one can 


dispute that market or can break it down. 
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They were then able to profit by whatever saving 
there was in getting erude in “yoming and manufecturing 
it in Calgary. Nov, as the years went by and the lon- 
tana crude came into the picture, and independent 
refineries in hontcna were able to threaten that price 
by selling to the independent marketers for import into 
Alberta, these importers could sell at a considerably 
lower price than what the Imperial had been able to 
impose, due to the better position as I have just explained. 
The Imperial was faced with a position where they had to 
reduce the price. As a matter of fact they did not 
reduce. the price. And the way that was done, and the 
way it is always ee if possible, wes that they went 
into Northern Montana and they made deals with the 
refiners that were able to threaten the market in Alberta 
and they purchased from these refiners an amount at a 
price that would make it quite as profitable for the 
Montana refineries to keep out of this markst, and that 
permitted the Imperial Oil to maintéin their price in 
Alberta. Now that is the current thin, today, whenever 
possible. 60 that we come along to later on and that 
condition could not be kept up. There were other 
refineries started up in Montana and of coursethe 
Standard Oil could not buy every one of them up, 
although they did buy in a large number and closed them 
UPe So as more independent refiners c@éme into existence 
and began to threaten the Alberta market by selling to 
{mporters in Slberta, gradually the price fell, because 
tt had this effect on the market. se have instances in 
which producers in Kevin-Sunburst organizing themselves 


into the »aple Leaf Oil & Refining Company. hen the 
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Maple Leaf Oil & kefining Company built its plant it 

Saw an opportunity of cashing in on the large spreads, 

the big spreeds between the dost of crude, the cost of 
refining and the existing market, tank waggon markets. 
Phey threatened this market to a larze extent because they 
were able to anc capable of producing a large amount of 
goods. I am reciting these facts so as to show what 
constitutes competition and how it is overcome if at all. 
The Maple Loaf was able to process three to five thousand 
barrels a day, and naturally that much crude processed 
meant @ lot of products were going to be thrown on the 
market. 4s a result of the Maple Leaf, plus the importation 
of these independent refiners in Montena, the market was 
seriously threatened, and gradually fell. But at the same 
time efforts were made to neutralize to as larze sn extent 
as possible that competition. And the way that wes done 
was not the same aS was done with the refiners in Monte na 
where they purchased the actual gasoline or kerosene and 
sold it Somewhere else in the United States. But they 
began to undermine the management, the ownership of the 
Maple Leaf Oil & Refining Company and they began to 
threaten the directorate if they did nut do this and that 
they would put them out of business. The final result was 
this, in effect, that ultimately, in less than a year and 
a half the Standerd Oil of New Jersey emerged with the 
stock and the plant ané@ the shsreholders got 10, after 
suffering considerable losses. The control which rested 
at that time in the United States was well rewarded. 

Now that is one of the “ays that prices are kept up, 

by stifling competition, buying it up or closing it down; 


buying it and closing ite «© have a picture here in this 
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Province. The Imperial or The Standard Oil, the 

parent or son, purchased the Regal Oils. It had built 

up a large refinery and marketing organization. ‘ie find 

it in the hands of the Impezial Oil ahd closed up. ‘ie 
find another refinery started up, nar.ely, the Bell, 
independent producers in Turner Valley, and that in no 
time wes also purchased and closed up. ‘:e find another 
refinery in Hdmonton started by some individual developing 
its market and importing crude from some place else, and 
that in time, a short time comparatively, was purchased 
directly or indirectly by the Standard Oil of New Jersey, 
and it was closed up. ie find the same condition with 
probably a dozen refineries in Saskatchewan. In fact I 
think I had better relate the circumstances that developed 
@ number of years ago so as to show the considerations 
that we must give weight to if we are going to build up an 
Oil centre in Calgary and develop our oil fields for our 
own use. In 1934, it is only 5 years @go, & man by the 
name of Sackett, who claimed to be a man interested in 

the oil business, with a lot of money to spend, he came 
herve in 1933 and made a survey of this Province and came 
to see me and represented himself as a man interested in 
drilling oil wells somewhere up North and got me to give 
him what information I had about marketing conditions 

and so forth. This same man showed up in 1934, occupied 

a suite of rooms at the Palliser Hotel and celled me up 
and said "I want to see youe™ ‘hen I got up there he 

said "I have just purchased such and such refinery, and 
such and such refinery, and I want to buy you out." 

He then, after some quigzzing, told me he vas buying up 


all the independent refineries clear across the Dominion, 
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from Vancouver to Montreal, in fact to Halifax. So not 
wanting to sell out - he made me a proposition that on 
the face of it was very attractive. Apparently money was 
No consideration. But not having any desire to sell out 
I just kept asking the man for information and I found 
that - I came to the conelusion rather that this man was 
an oil attorney, what is known as an oil attorney, a 
Standard Oil attorney, with headquarters in Chicago. 

He had organized a company in Chicago for the purpose of 
acquiring these different refineries throughout the land. 
He hed acquired these refineries and organized the Highvay 
Refineries. Iam not familiar with vhat took place in 
the dast, although this man Sackett told me he had bought 
a plant and business in Port Hops, anda he had bought 
Something in Charlottetown and he had hought something 
clear across the Dominion. The idee of telling me all 
this was to impress me that it was useless for me to 
continue in the business, that I would not be able to 
stand up against the competition that was going to be 
offered by the major companies. Now less than tro years 
after these plants were purchased, the majority of them 
in the “est, to my knowledge, were closed down. The 
market vas transferred to the Imperial Oil. The heed 
office wes situsted or was started in Regina and used, 
for all practical purposes, it just is another outlet 

or subsidiary of the Imperia] Oil. Now there is one 
fact there I vant to relate in connection with these 
negotiations, because they cover a field I would like 

to touch on. ~hen I refused the offer of this gentleman 
which was to give me ,~4.00 for ev-ry dollar I could show 


even remotely invested in the business, he made a threat 
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which was to this effect. He said "I will be back in 
four weeks and get your ansser, if your ave: StL. iar 
business," “@ll that made me think, naturally. I 
knew that these people did not make idle threats. So 
that in less than a week,in fact three days after this 
gentleman left Calgary I was visited by an Inspector of 
the Customs Department, a man by the name of Knowles. 
He said "I represent the Gustoms Investigation Branch 
and I find this and this situation." I am prepared to 
Zo into it if the Commission requests it. But it is 
too long to go into the details now. I just want to 
show what happened clear across the ‘est. "ie have 
decided we are going to demand .06,000.0uU from you. 

ye are going to give you 48 hours to pay it, or I will 
close down your plant." Now the basis of this Customs 
man's cleim was that we had imported oil, crude oil 
trom the United States that was not according to the 
Gustoms laws of the country, in his judgment, or in his 
best information, and this gentleman told me this, he 
says "I have been in every refinery in .estern Canada 
and I have had to do the same work, but it was not 
necessary to enforce our demands because they sold 

out just before I got there." 

QHs CHS IRMAKE ‘hat is the name of this 
inspector? 

kr. Knowles. 

K-n-o-w-l-e-s* 

That is it. I had a meeting with ur. ratterson. Mr. 
Patterson, my solicitor, is familier with all the facts, 


and I can get corroboration so that that will verify that 


part. 
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Q MK. FREWLSY:  . “as Mr. Knowles an outside 
inspector or a Calgary man? 

4 No, he was a man that I under:tood was located in “innipeg 
with the Customs Preventive Brench or some such branch. 

He did not tell me I should sell out to escape the claim. 
No. But he did make me understand that that condition 
that exis ted in €Saskatchewan made it impossible for them 
to pursue their claims. In other words, they just dropped 
the matter there. low the circumstances behind this crude, 
I will have to relate some other time. 

Ce TH! CHAIRMAL: | Did he say why the selling 
out would have anything to do with the collection, would 
prevent collection? 

A Apparently they were limited liability companies and Mr. - 
this oil attorney - Mr. -ackett apparently had power enough 
to see that the claim was extinguished. I never saw Lr. 
Sackett after that. He did not come back in four weeks 
to see me, so I do not know. I do know through. negotiations 
covering two years that the customs vepartment, that Mr. 
Knovles and another gentleman from Vancouver, a tall 
returned man and very nice, they pressed their clain and 
finally they got it down to 2100.00. I nave been paying 
that %2100.00 rather than face a lawsuit. But I did not 
sell out. I continued to do business. Now the reason the 

Standard Oil can adopt such tactics and can succeed in 

gradually breaking down effective competition from time 

to time, because these things have happenea@ in the history 

of the “est a number of times, this is not the first time. 

We have a situation today where there has been three or 

four refineries that have succeeded in Maintuining themselves 


but the chances are that they too will pass. ‘hy? Because 
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we have today, and I am going to go into that ina 

little while, we have a different Situation that is now 
ereated to bring th. t about. Wow, being that the Standard 
Oil have succeeded in creating conditions where they can 
control competition, and what I mean by contral is take 
Care of the different situations thet arise from time to 
time in any territory, thrown this way or that way, we 

have not got an open market. In othe: words, an independent 
refiner cannot go and buy crude in Turner Valley. You 

Say well, wht is to stop them? “ell very simple. In 

moet ir st place we have a situation where the average 
independent producer, knowing that the average refiner 

and marketer is not able to stand on his own feet, in other 
words is not @ good financial risk and knowing by past 
experience that they do not seem to be able to stand up 

and build up any business, he is not very anxious to 

deal with him. Then there is anotler reason. Turner Valley 
as yet is in the development stage and most of the develop- 
ment has been done by promoters. ishat I mean by promoters 
is the men that see an opportunity of promoting the 
development of oil wells and were not at that stage as yet 
interested in the price of orude as such or interested 

in oil wells as part of the business of building up an 

oil industry for themselves. They were merely interested 
in promoting an oil well or @ company. and under them 
conditions a promoter was much better able to finance if 

he could tie up or make a contract with the Royalite 
guaranteeing him an outlet for whatever they desided to 
take than to deal with an independent that in the first 
place he knew was not as solid as the Imperial financially, 


and also knew they might not be eble to take his crude 
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winter and summer; and also knew there were other 
obstacles that might prevent the refiner from effectively 
carrying out his agreement. Another reason was that the 
independent producer ss such always endeavoured to impose 
harder conditions on the refiner then he would on the 
Imperial. For this reason. He says"I am willing to deal 
with you but I want scme advantage over dealing with the 
Smperial. So that if all I get from you is exactly what 
the Imperial offers me there is no object in me taking 
any chances " So therefore he usually. insisted that you 
contract to buy all his output. That. involved some 
problems for the average independent refiner. That means 
that in the summer time when the market was available 
probably there vas no difficulty in handling that output. 
But in the winter time when there was no market the 
independent refiner had to face that situation where he 
had to provide storage and finance and pay for this crude 
and carry it till the next year, in the face of possible 
drops in the price, which the producer would not stand 
because he wanted payment every 30 days according to the 
contract. And then there was the further fact that the 
Rovalite Oil Company saw to it, as a matter of good business 
that they got there first. So due to the stage of develop- 
ment where the average promoter needed a little money in 
order to finish his well and not sell out all his royalties, 
in other words, in order to make the greatest possible profit - 
and that is one point that is very vital in understanding the 


situation in Turner Valley today, he would prefer to deal 
with the Imperial oil than he would with anyone else. What 
T mean by that is this, a promoter starting out witha 


Company to drill a well and knowing that it was going to 
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cost $150,000.00, and not having any capitel of his own 
to any extent, and yet wanting to make as great a profit 
out of that operation as possible, he would sell 475,000.00 
or ,80,000.00 or {100,000.00, whatever was necessery in 
order to bring the hole down to a reasonable depth to 
a@ point where the Imperial Oil at that time, through the 
Royalite, saw that by putting in a certain amount of 
money they would have the first claim %n the whole 
property as security, and at the same time control the 
crude. Now that permitted the promoter to then get 
70 or to finance the completion of the well through the 
Baio ot DC or.60 or 70 yer cent. of the totealvroveviyor 
stock, and he gives the Imperial through the Royalite 
not stock that would affect his profit but payment in 
oil as a bonus for financing. ‘:ith the result he was 
left with 30 or 35% or whatever the circunstances per- 
mitted as an interest in that well, instead of possibly 
only 5% or 10% if he had to finance in the ordinary way 
through the public. That is a typical operation in 
Turner Valley in the development stage. Possibly it 
is a typical operetion in other fields under like 
gircumstances. But that fact that it was done that way 
has permitted the Royalite to effectively prevent any 
independent refiner from making definite contracts for 
his erude requirements under conditions that would permit 
the independent refin r to compete. The effect of the 
Royalite putting their money in under those conditions 
was not only to essure themselves some crude and control 
the well, but it had the effect, besed on their usual 
deal, which is to the best of my information that if they 


put in $40,000.00 or 50,000.00 or 30,000.00 they would 
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receive twice as much money back plus an interest in 

the well. Now the effect of that to me as a competitor 
is this, that in the final result the Royalite would find 
themselves with a very low cost of acquiring a barrel of 
crude out of that well. In other words they would get 
their money back. They would get that doubled which in 
itself would naturally go towards reducing the cost of 
every barrel of oil that was produced in their property 
out of thet well. Then they would get all the way from 
40 to 70 per cent interest in the well. Then they would 
get the profits of finishing that well, if the contract 
Called for it. They would get the profits that would 
accrue through managing that well, because by managing 

a large number of wells they naturally ca@n do it cheaper 
and to their profit then they would if they only managed 
a few wells. Now them circumstances oat that possibly 
they can get their share of oil out of thet well at 30 
cents a barrel instead of whatever the cost has hen 
represented here. And that would go towards lowering 

the average cost of their crude over that field. Now 
this operstion that I have explained is probably a 
typical one. That is there are variations, infinite 
variations of the same thing. So coming back to 

the open market under conditions thet exist today and 

are likely to continue for some time because we have 

not yet got an assured supply in Turner Valley for the 
"est Canadian market, under them conditions it is useless 
to think thet we can establish a field price and overcome 
fhe disabilities that I have explained, or some of them. 
They are not all of them. I can recite a good Many more. 
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possibility of developing a free market for refined 
Reeaaee. which in turn will give a free market for crude 
eil, and then crude oil will find its vaeee) Now its 
level naturally is of concern to us and what I man by 
that is its level may be 50 cents a barrel if we allow 
the ordinary considerations to prevail. But the conditions 
that would govern ina free market would counteract one 
another. In other words we could only establish crude 
So far because under a free market the situation that 
would develop would be this. Wot I am assuming we have 
not got Government pro-ration, because with Government 
pro-ration apart from Government conservation, where 
one man ae getting somebody else's crude, it is very 
a@ifficult for me to visualize a free market. I am 
now assuming for the purposes of this exposition that 
we have not got Government pro-retion although we have 
still got Government regulation of the production so 
as to prevent waste. Now if I have the free access to 
the producer in Turner Valley who is coneerned with 
developing the market for his crude so as to guarantee 
himself a market not only for his present crude but for 


any future crude that he may produce. either in that 


field or any other field, 


(Go to Fage 7523). 
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fT oan go to him and say "I am located in Winnipeg, 

I have developed a market that will permit me to duy 
from you an average of so many barrels a day. Now, 
competition is such in my territory that renined 
products sell for such and such a price on an average, 
that in order to effeCtively compete I must lay down 

my crude at so much F. 0. B. my refinery", and I would 
then work out with the producer what that would mean 
povecm FanO.) B. his: well. Now, the producer would 

have to face in deciding or in analyzing the offer and 
deciding on it, he would have tn take into consideration 
a number of facts, and they are these amongst others; 
"well; now, it is true, I am not going to get as mucn 

for unas crude as if I could sell it im the Caleary 
territory, but in the Calgary territory the re4uirements 
of all the refineries have all been contracted for and, 
therefore, I am not able to get any} or possibly only 

to some small extent, he may be selling to a Calgary 
retinery"’ so I have to take into consideration what 
possibilities are there for this refinery in ‘/innipeg 

to develop and expand and thereby create a market for 
me, which will cut my cost of production and which will 
permit me to go into other fields, where maybe I will 

pe able to make a profit even at that price, make a good 
profit even at that price’ because we are faced with this 
situation, at least the producer is, that in order to 
establish a market for his crude he is not any different 
from the refiner who sets out to establish a market for 
his refined products, he must weigh all the factors and 
he must be prepared to build himself up a market at his 


own expense. Now, temporarily he may say "Well, now, 
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there is not much money in that market but I have some 
leases in another field and it looks like shallow 
drilling and a little closer to Winnipeg and it may be 
that from that field I may be able to sell him that 
crude and make a much better profit and make an 
Opportunity then to market my Turner Valley crude." 

Now, you say "ell, you may not have any other field", 
well, the producer that knows what he is doing, under a 
free market, must be in a position to average his costs 
of production by being in every field of consequence 
that is likely to menace his market; in other words, 
the Imperial is no different from any other company or 
eny otser producer, if the new field that was brought in 
out, what is that, north east of here? 

Q MAS FRAVIEY: oteveville. 

A Steveville, shows it is a shaliow field and can produce 
crude at a conservatively less cost, naturally the 
refineries, if they have a free market, will be immediately 
interested to find out what they can do in Steveville, 
and the indevendent producer that hes made a business of 
producing oil for the market, - as against the promoter 
that is only interested in promotion, - will want to be 
in that field to protect his investment in Turner Valley 
and likewise any other fields, other potential fields, 
so that if the conditions develop th-t there is other 
fields that can produce oil cheaper and, therefore, the 
market is likely to go down to the point where the price 
that governs the crude oil will not permit the Turner 
Valley producer to produce it at a profit, ae .can 
temporarily discontinue, or he can temporarily protect 


the Calgary market with the Turner Valley product and a 
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distant market for the other products. Now, the by-play 
that goes about any business is the constant weighing of 
the factors as they exist from day to day, end va tare 
that starts in to put up money to go into the producticn 
of crude oil, if it is intelligently directed, naturally 
takes all these factors into consideration, and does more 
than that, as an independent producer in Turner Valley, 
wanting to establish themselves an assured outlet for 
their crude, being, we arc told that the wells are likely 
to iast 10, 12, 15 or 20 years, he wants, if he’ is going 
to do that, to build some storage, gc out and find 
responsible purchasers and assist those purchasers in 
providing him with a market for his crude by meeting the 
purchasers’ problems from time to time; in other words, 
I will give you an instance, before Turner Valley was 
Giscovered I purchased crude in the Moutana field, 
Cutbank. I went to an independent proé€ucer and I told 
him I had a market, a modest market at the time, but 
nevertheless it was a market, and I told him of my 
problem, I said i was not in a position to finanee the 
production in the Winter time, I was not in a position 
to pay the field price irrespective of what it meant at 
this end, but I was willing to give him the benefit of 
my market that I had developmd if he would meet me 
halfway in all the problems that might develop from time 
to time; now, what did that mean, it meant that the 
producer agreec with me thas in the YVinter time where 
our sales average only 50% of the Summer, that, instead 
of being, instead of me besting all the burden cf paying 
for that crude, he was willing tc accept 50%, which we 


could well pay, seeing I was selling the goods, and over 
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the 50% to delay the payment until April lst when the 
season opened up; now, thet solved one problem, the 
financial problem between us. Then the next problem 

we had to face was the fact thet I was a small refiner 

and marketer and had nothing to say about the selling 
price of refined products and, therefore, the selling 
price could be set or could be at the time such that 

I could not pay that price that this »roducer wanted and 
make a profit; in other words, I would become a poor 

risk because if.I didn't make a profit I would not be 

in a position to continue to buy his crude and pay him 
for it as per contract, so that it was decided that this 
was a distant market, which permitted him to tact ouee the 
output of his well, that he would meet me halfway in any 
problem that might arise and did arise; why, because, 

as I have explained a little while ago, certain cireumstances 
forced the price, the tank waggon prices down, and the 
erude in Montana did not follow; why, because the crude 
conditions in Montana were such that this market did not 
influence sufficiently the Montana refineries to affect 
the posted field price of Cutbank crude, but nevertheless 
this producer came up here, investigated the situation, 
assured himself that what I represented was correct, 
worked it out and said "All right, I am willing to meet 
you halfway", and he met me; now, the result was that 
until Turner Valley came in we continued to purchase from 
this same company for quite a while and the business 
relations were very pleasant and everything finished up 
fine except when Turner Valley came in we had to discontinue 
purchasing any Cutbank; now, that is a typical instance 


of adjusting, of the producers adjusting themselves to the 
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market; now, at the present time I can probably give you 
a better illustration of these facts, at the present 
time in the Cutbank field, as we all know, a couple of 
years ago they lost their market, their Yestern Canada 
market; now, it left comparatively large amounts of crude 
without a market; well, what do we find in Cutbank to-day? 
We find this situation, the International, which hed its 
markets, discontinued purchasing Kevin-Sunburst crude, 
which it was buying previous to the loss of the Canadian 
market and just switched over back to their own crude in 
Cutbank, which they had been selling to the Imperial Oil, 
so that they found a ready market for their producty, 
and they did not see fit to do anything about the price, 
they continued apparently, - the records show it, - to pay 
$1.10 in Cutbank and to settle their royalties on their 
own crude on that basis; why, because they were not 
faced with any situation where they had to look for a 
distant market for their crude, but the other independents 
were not so favourably situated; in fact, the independent 
producers did not have any market at all so what happened 
was this, one large independent built himself a refinery, 
right at Cutbank, and he went down in the Mid-Continent 
or into Minnesota, and in that territory, and he found 

a big distributor that was willing to contract 
for a certain number of gallons of products, which 
would permit him to operate his refinery, but the net-back 
to the refinery was such at that time that instead of 
$1.10 for his crude, it only netted him 90 cents, 
allowing a normal profit for his refining operations, 
because under this particular market, this particular 


refiner did not have any marketing organization, he 
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contracted all his products to this firm in Chicago; 
well, now, he accepted the 90 cents but he didn't stop 
there: he went immediately to work on the railways and 
after some months of effort they finally succeeded in 
eetting the railways to reduce the rate, the then 
existing rate, with the result to-day that he is able 
to pay himself $1.10; now, that is one refinery. 

Then we have another group 
that saw fit to go to Pocatello, Idaho, and another went 
to Spokane, they even went so far as to bonus people 
that were willing to put up a refinery, to create a market 
for them, by advancing them so much money in the form of 
crude; they went to the length of guaranteeing them 
crude at a price which would permit them to establish 
themselves and with the ultimate object and the net result 
of finding a market for their crude, with the résult that 
to-day, - while there is still some crude without a 
market due to the fact that the refinery, this one large 
refinery is now building in Cutbank that will absorb 
practically all the production of Cutbank, - we find 
that the other producer found a solution for his own 
proble: in his own way, and they done it by going out 
aud helping somone else or themselves to create a 
market for their crude. Now, did they pro-rate the field 
and just push no crude except in the ground or cid they 
provide storage and say to the prospective purchaser 
"We have so much crude in reserve and, therefore, you 
will not be dependent on this field from day to day , 
not knowing the time when we may not be eble to produce 


the requirements", no, they went at it in the ordinary 
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rational way of creating a market for erude and that is 
they put themselves in a position where they were willing 
to meet the purchaser halfway, they were willing to 
provide him with a supply of crude above ground which 
would assure him of continuous operation, and they were 
Willing if necessary to help finance; why, why were 

they willing to do all this, because the major companies 
in their best judgment could not see fit to purchase the 
crude. Well, now, this play of producers and distributors 
and marketers is what is going on continually in the 
United States and creates a free market — that must 
exist if there is going to be efficient and fair utilize— 
tion of the natural. resources of this country, because 
under no other system or no controlled system as there 
exists to-day, because it is unbelievable that human 
beings, being what they are and human nature being what 
it ig, that any group of men or any individual that 

sees an opportunity to exploit to his own advantage or 

to their advantage, will do everything he can to put 
himself in the position where he will get all he can 

and it is natural, so there is nothing, no blame probably 
attaching to them, although = do attach a blame to a 
group that disregards entirely the moral and the social 
implications in that kind of a policy, but to come back 
to business, if we can create such a condition in Turner 
Valley where each producer would have to look to his own 
efforts to provide himself a market for his crude, there 
would develop men capable of standing on their own feet, 
capable of going out and creating something for themselves 


and as a result of that capable of developing the natural 
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resources of this country without being dependent on 
Someone else, either for a market or for finances. 

Now, it comes back then as to 
what view should we adopt as to the situation whieh it 
creates, for Turner Valley crude; well, my views are 
these, having in mind all the faetors, some of the 
factors I have enunciated and others that I have in mind, 
based on experience here and other places, I feel that 
we are situated where there are going to be a number of 
oil fields, that is prantically certain that we are 
going to have a large amount of oil to selk; well, now, 
BUS NO use keeping this oil for posterity for, this 
reason, if we have more than we can use we must exchange 
the surplus for something that we cannot produce and 
must use, and we want to do it in the best way possible 
so that we can benefit by it. Well, now, having that 
in mind, it seems to me that we should lay the foundation 
for a market that stands, to stand on its own feet; 
in other words, we are protected here, we are ina position 
where in case of war we will benefit by association in 
the British Empire; we may be called upon to produce 
this vil for the safety of our own homes and we have an 
opportunity to lay the foundations in such a manner that 
they will be in our own hands for us to make what we can 
out of them, instead of in*the hands of other people who 
are not concerned with our well-being or with our 
problems. 

Now, having said that, I have 
looked up the scale of prices that pertain in Tulsa or 


in the Mid-Gontinent as posted by the major companies and 
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P 22nd what, if you will let me have onas-e es 

Q MR. FRAWIEY: We have one for January, is 
that right? 

A Well, that will give us something. 

Q At the end of January? 

A I find that the Mid-Continent, Oklahoma, Kansas, effective 
October llth to 22nd, 1938, that it shows here 40 ana 
above, $1.10; the gradations are by degrees to the extent 
of 2 cents per point; now, that would mean that for 43 
gravity, which is the present field run, a price of $1.16 
at the well; now, that $1.16 will go up or go down 
according to the gravity that is being produced; the 
tendency is for the crude gravity to go down;as we go 
down the flank we apparently are finding a heavier grede 
of erude, so that the price that will nertain when 40 
gravity comes about will be $1.10; now, this price, if 
we use that as a basis, will mean that the refinery in 
Winnipeg or the refinery in Regina will have to start 
out on the assumption that he will nay$1.10 in the 
Turner Valley, at the field, plus the pipeage, plus 
whatever freight his tariff applies at the time, and he 
will sc adjust his affairs so he will bring about 
conditions that will permit him to pay that price; it is 
true that it can be said nyell, if thet price lays it 
down at a higher figure than what that refinery can buy 
elsewhere that he will not pay that price", but I am not 
satisfied, having in mind all the conditions which exist 
in Western Canada that in the main, - and that applies to 
95% of the cases, - that any such situation will arise 


for a number of reasons; one is that in the case of the 
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major companies it is for them to choose where they are 
going to buy their crude; their best interests at the 
present time are served by buying their crude requirements 
in Turner Valley; the independent refineries in the main, 
in fact in 99% of the cases, he has no option but to buy 
in Turner Valley for these reasons, outside of points 
where there is a market for fuel oil, which may make it 
more profitable to use Montana crude as against Turner 
Valley crude, for the same reason the Imperial imports 
Montana crude for road oil, - the other cases they have 
no option because Turner Valley crude can be more profitably 
refined in the average topping plant than Cutbank or 
Kevin-Sunburst crude, so that I believe that in the main, 
if we post a price in Turner Valley based on the Mid- 
Continent, that we will retain and extend our markets 
having, of course, or taking into consideration, of course, 
that we can also appeal to the consumer in “estern Canada, 
the same as any other industry does, with a view of 
getting him to favour the Canadian products, and while. 
that may not have very much weight, if persisted in it 
will bring about a favourable response from the public. 
Now, tht is in regards to 
what I believe is the fair and equitable basis for pricing 
erude. 
THE CHAIRMAN: Now, supposing the Tulsa prico 
were taken as the basis, does the Tulsa price sovern 
Montana? 
Yes, it governs every field in the United States; the 
only difference between the Talse price and any other 
field is the local competitive factor that may overcome 


the Tulsa consideration; now, I probably can give an 
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instance of that----- 
MR. FRAWLEY: East Texas? 


Woll, I will take a little more glaring exaniple; we 
have California; the price of 40 gravity crude there 

if as high as $1.66; the same gravity crude in Tulsa, 
in the Mid-Continens market, is $1.10; why, because 
California is a very large consuming centre and it is 
necessary to import crude to supply that market over and 
above what the country produces, so that we find a 
condition where the importations to a lerge extent govern 


the local price; in other words, they may produce 60% 


or they my produce 70%, - I have never made any calecula-... 


tion but it can be determined, - and they must import the 
balance; well, now, apparently conditions are such in 
that territory that a price of $1.66 can be successfully 
maintained. Now, that is the reason why that price 
prevails in the California territory. 

Now, I might say something else 
about that, that it brings to mind, a few years ago I 
assisted at the, some meeting of the A. P. I., the 
Ameriean Petroleum Institute, and I noticed some of the 
learned men that had made a study of the crude situation 
on the North American continent at that time point 
out, - this may have a bearing on what is going on in 
this country at the present time, - that the Pacifie Coast 
would soon require large quantities of crude and that the 
logical souree of supply was Montene ane alberta, Now, 
that is probably the reason why we see so many ma jor 
companies checking this country 211 over with instruments 


that will give them an idea of the possibilities of this 
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country, and I also recall one of the doctors stating 
or having a map showing a pipe line Originating in 
Northern Alberta, going through this country into Montana 
and down through the populated centres of the United 
States, down to the Pacific ouaeee now, this is the 
reason, because the large consuming centres with no 
sufficient supply and constantly growing demands, 
must find cheap supplies of crude, and thcre is no doubt 
that Alberta will in time provide such a soures of supply 
and that, coupled with Montana, will, with a long pipe 
line, produce oil and lay it down in the California or 
the West Coast consuming eccntres at prices competitive 
with the Tulsa or Mid-Continent field; now, that is 
the aim and object of the large companies at the present 
time and it is evidenced by their research whieh is going 
on at the present time in Alberta; 

Now, the other fields where 
the prices vary, for instance we have the Gulf Coastal 
fields, 41.06, $1.28, 40 and above, where there isa 
price above the Mid-Continent, when there is any amount 
of oi] in that territory, there is a case where ia we 
not a shortage that causes the price to rise, and the 
Gulf Uoastal region, the reason the price rises there is 
pecause it happens to be a large export market, and, 
therefore, they find themselves in the privileged 
position of being able to sell on the world's markets 
their refined products and pay a larger price for their 
cruée; now, they do that to prevent inland crude from 
coming in and taking away pert of that market, so there 
again we have a different price for an entirely different 


reason, and all these different prices in the various 
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fields are predicated on some good competitive reason, 
so I think that if we creato the best market in Oalgary 
and conditicus are such that other oil fields in the 
West are developed, the problems represented by local 
competitive factors will have their effect and in turm 
in this country we will have some variation between the 


different fields. 


(Page 7536 follows.) 
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For instance if the Steveville could produee the crude 
comparable to Turner Valley and the freight rate that 
was established to Winnipeg was less, it follows that 
the crude would be worth much more at the well than it 
would be in Turner Valley, being there is 130 miles of 
the distance already covered. But there may be other 
considerations that would tend to make it come down 
instead of up. So that when we start to analyze the 
reasons for prices we must go in the field and acquaint 
ourselves with the existing local conditions that prevail 
in order to intelligently find out why, Now that is 
about all I have to say on that subject. 

THe CHAIRMAN: well, you have considered 
the situation. ‘hat in your viev is the proper field 
price to post at this times 

Having in mind the future I would not hesitate to say 
that ve should adopt the Mid-Continent scale of crude 
prices. 

Wheat price do you say should obtain todey! 


Today on the basis of pipe line run, 31.16. 


MR. FRAWLEY: 43 gravity olelo? 

Yes. 

TH CHAIRMAN: Are you agreeing with that 
43°? 


43 gravity 41.16. 

You arrive at tht exactly how, now’ 

Nov I went to correct that. Assuming - we will have to 
get the latest market. 

Yes. I suppose we have that haven't’ wet 

Mims FR. .LSY: | No. 
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mo ke Flotkins. 
MR. FRAWLAY: “@ @an easily get one 
over the noontime. 
TH CHAIRMAN: I think we will @efer this 


until you have thet. I would like to be up-to-date. 

A You see this seale provides right down to 21 gravity. 
That is in all probability the range of crude that we 
are likely to find in this country, and in relation tn 
gravity, the 21 gravity takes a comparetively higher 
price than the 43 gravity. The reesons for that are 
these that while in the skimming plant 43 gravity would 
produce considerable more gasoline in proportion,in 
the cracking process of distillation the lov gravity 
will yield a comparatively high percentage of gasoline. 
So that the relation between 21 gravity and 43 gravity 
is not what it seems on the surface. That is the reasons 
for these comparatively kigh prices in the low grevity. 
Min. NOLAN: I have that informa tion. 
Since October 13th, 1938, Mid-Continent price has been 
for 36 gravity #1.02 and up. That mekes 40 $1.10, 

43 j1.16, 48 $1.26. 
MR. FR&ULSY: No change then from the 
N.P.N., the witness has? 

A I do not think there is. I do not know myself. That 
makes it 31.16 for 46 gravity. Of course, I am qualifying 
that by saying that should be the price providing we have 
a free market so that the producer could take advantage 
of the low price to go out and extend his market and 
thereby cut down or reduce his cost of production, 
which at the present time would not help me a bit if 


he put it down to 41.00 because he hss no show in the 


market. 
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TH: CHAIRMAN: Just explore th=t would 
yout ‘'e have been told that these wells are contracted 
for the life of the well and so on, contracts made in 
accordance with the contractual rights of the respective 
parties? 

4 ves: sir. 

¢ According to the evidence we have had heretnfore. How 


are you going to get that free market of which you speak 
in your opinion? 

A By bringing about conditions in the refined oil market 
that will permit of free competition. The minute that 
is brought about and if the Imperial is no loner or 
the other companies, the major companies are no longer 
able to maintsin their present percentage of the market 
and that goes down they will have no use for all the oil 
that they may acquire in the future and they will let 
that crude find its own market. In other words, if 
todsy they control 75% of the market, and they have 
put themselves in the position where the other 25% has 
to come to them for their requirements, and inside of 
a year, brought about by - well I would not say laws, 
becsuse I am not in favour of any more legislation - 
but brought about by a cleansing of the situation, the 


percentage has gone up to 40%. 


Fee 


“hat percentage? 


A The percentage of the refined market, the refined oil 


market in the hands of the independents. 


£) 


Yes? 
4 You see, Mr. Chairman, no one has any use for orude 
unless they have e market for their refined products. 


Now it would not do me a bit cf good to buy erude 277. 
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have not provided myself with the arate and the 
marketing outlets to dispose of the refined products. 

that I manufacture from the crude I buy. That is easily 
understood. | 

So that I may follow you. Go baek to deeling with first 
things first. You say with respect to the situation in 
the field although it is pretty well all contracted for 
yet none-the-less if the independent refineries had 
eutlets for their refined products? 

Had additional outlets. 

Additional outlets, it would reduce the needs of those 

who held the oil under contract? 

That is right. 

So that the surplus would be released to these independents? 
Yes and no. As time ~ we will say that period covered 

a year. The decline in the wells that are now under contract 
or contracted for by the Imperial would not be replaced by 
other wells because the Imperial or the Royalite would 

not jump out and contract them if they did not have the 
market for their additional crude. Ss that gradually 
without breaking any contracts or without any other means 
the condition would change in Turner Valley and bring 
about a free market in spite of the present contracts? 

So that you say something should be done about a situation 
of whieh we will now speak, with respect to the marketing 
ef the refined products? 


That is right. 
Peurthbink  1f that be so the situation in the Turner 


Valley field with regard to contracts fer erude would take 
care cof itself? 


That is correct, Sir. 
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Q Now to still keep in that field for the moment. You 
have s@id you believe in Government conservation but 
not Government pro-ration? 

A . To market. 

@ Yes, to market? How is that affecting the field situation 
before we get into our refineries? 

A How does it affect the field in what respect? 

Q You are making some distinction between Government regul- 
ations, disassociated with and associated with pro- 
retion, as I understood you‘ 

A Yés; that is correct. Well there is the result, if we 
can make the Government see the distinction, and the 
advantages, the Conservation Board would no longer base 
the daily allowables on the total market as cnunciated 
or nominated by the refining companies. They would dis- 
regard that phase of it entirely, and they would go back 
to their engineering staff and they would go out and make 
a survey of the field and at each well they would determine 
whet is the most efficient way of producing that crude 
with a minimum amouht of waste. In fact that is not 
waste, because as I have said before the amount of gas 
necessary to raise crude is not waste. It means taking 
advantage of the power that exists. Another thing at 
this stage I want to say is within a comparatively short 
Pime..cee. 

@ let me understand that if you please. You say they should 
have their engineering depsrtment what again, Mr. Plotkins? 

4 Determine the proper ratio of production that will cause 
most oil to come out of that hole from the existing 


reserves available in the ground, 


¢ In relation to what should come out of all the other holes 
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or not? 

A Well that is another question. 
And the potential holes, at least the areas in which 
Shere are yet no holes and all that. TI suppose that 
all would have to be considered? 

A Yes, taken into consideration, of course, if we go or 
the assumption, which is only assumption, that all these 
holes intercommunicate and that there is @ common 
reservoir, and if we take it out of this hole we are 
going to affect some other property. Then we canzxot 
just go at it that simply- Although I do not agree 
with that assumption, still I am going to explore for 
& Minute the possibilities of still producing that 
erude under different conditions that pertain today. 
@ ean then apportion the production from that hole 
produced under the most efficient methods to the 
properties that surround it. In other words we can unitize 
the field. Say you own some property and I own some 
property, you throw it all into one pool and we are going 
to produce that field to the best of our ability, so we 


will get the most oil out of that field. But that is not 


practical. 


q “when you say “we you mean... 
A The Conservation Board. 
q The Conservation Boa rd? 
A Yes, But in my opinion that is not practicable. In the 


first place it is only an assumption that it is inter- 
communicating, that al] the holes intercommuni cate. 
There is no doubt from what I know of the field..... 


Q Don't you think there is that intercommunication within 


limited areas at least? 
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A Oh, within limited areas. No doubt in some casss. 


One well will affect another because of the com- 
ditions in that particular area. 
Yes? 

A But in the main Turner Valley is faulted all through 
the Valley and it has been proven,time after time, 
that the crude from one well very Baud. another is 
of a different nature. In other words, it has been 
Trepped in the faults so that I believe..... 

G You say there should be separate consideration given 
to what should be allowed from each well, is that as I 
understand you, instead of taking the wellson the whole 


and pro-rating them? 


a Ves « 

7 You say what would be good engineering practice, having 
regard to the good of the field as a whole, and with 
regard to a particular well? 

A fhat is correct. 

A And this allowable should be fixed accordingly? 

4 tet is.correct, sire. In other words, if I were a 


producer in possession of a well and the Government 
engineers came to see me to find out the point at which 

I could produce most oil with the least amount of energy - 
and that is apparently according to this theory the reason 
that the energy is ny we are trying to conserve as much 
as the oil, so they would Call of me to produce my oil 
with the least amount of energy in order to give the 
other fellow which has some lanu alongside of me a chance 
to get some es that energy to produce his own oil. 


Now if I complied with those conditions @nd I wes able 


to show this engineer that at @ given point this well 
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would produce 450 barrels at that time with so much gas 
and that was the best ratio for thet particular well.... 
Q At a certain rate of withdrawal? 


4 Well at that rate, 450 barrels, that this particular 
well could produce at that time. “ell now, if he applied 
that same basis all over the field, then the Government 
through its engineers would at least he conseiving the 
energy to bring up that oil, and would be fulfilling one 
of the conditions which I understand is the object, and 
that is to produce the most oil out of that structure and 
leave as little oil as possible in the ground. Now for 
One apportioning rightly, because that is the problem 

in trying to unitize the field to try to apportion what 
is my oil and what is my neighbour's oil, that is some- 
thing that is only a theory. There is no Known means 

of determining the structural conditions in the next 
piece. There might be a fault right on the very line 
between the two of use “hy assume this and assume that 
and bring about a condition thathas a result if it was 
not wanted, it still has that result, of creating 
cohditions in Turner Valley where effectively the oil 


development is in the hands of the major companies. 


@ Now develop that thought. What do you mean, becsuse of 
the greater number of wells thst they have under con- 
tract? 
No, not for that reason. 
“hat reason then? 
fhe situation under pro-ration to market that has developed 
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ration to mrket, but to pro-rstion to market within 
the limits of a conservation scheme? 

4 Yes, 

q Which would provide for the efficient and non-destructive 
withdrawal of oil from the field. 

A That, in theory, is what the Act calls for, but in 
practice I find this situation, and I think it is pertinent 
at this time to bring that to your notice, that in the 

_last few days we have had a daily allowable raised to 
2,250 barrels per day. 
Ma. NOLAN: 22,003 barrels. 

4 22,6500 barrels, yes. 

Me. FRE LSY: You might as well be up-to- 
date, 25,000? 

A I am coming to that. Most of the wells, particularly 
most of the small wells, and what I mean by small wells 
is under the present allowable 250 barrels or less, 
because we have been told in the previous testimony that 
the average well wes 450 barrela, if I remember right, 
but most of the small wells under the 22,500 barrels 
daily allowable have not been able to produce their 
quota, and ae large wells with the quotas that were 
assigned to them, addea to the snall wells was not able 


to take care of the 22,500 barrels daily allowable to 


| supply our present market. with the result that the 


Conservation Board wers faced with the necessity, f 
understend this, and I just learned it this morning, 

and Mr. Frawley confirms it, that they raised the quota 
to 25,000 barrels. Let us see what the effect of that 
is? The first thing is the small wells are running wide 


open, which meens waste. There is certzinly no regard 
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for their neighbours, because the small well may be 
alongside a big one and drawing all the gas out. That 
ts one things 

THE CHAIR AN: You say the small vells 
are running wide open right now? 

They must be. Our well is running wide open to produce 
what they have given us as the allowable, and it is the 
same thing with every small well in Turner Valley at 

the present time. That can be verified. 

Moe GO ISSIlONak LIPSETT: When you’ say running wild, 
Mir, Plotkins, does that mean up to their full official 
capacity as fixed by the Conservetion Board, or do you 
mean above that? 

THs CHAIRMAN: ' Their ectual capacity’ 

If the potential thet the Cohservation Board have relied 
on to fix the whole allowable on the basis of 22,500 
barrels per day permits a given well to produce 250 
barrels, the only way that they can produce 250 barrels 
is to open it wide open. That means then that all 

the gas that will escape escapes. There is no consider- 
ation given to the fact that that may be alongside of 

a good producing, a big producing vell, and say be, 

on the theory of intercommunication again, robbing 

the neighbour of the energy that it might need.in 6 or 

6 years from now to bring out the oil. Of course, that 
is only assumption. But I am trying to show that if 
that is the assumption, that the Conservetion Board 

has predicated its findings on it certainly does not 
tear itself cut in practice. And that is another fact 
and it is the main one that interests me, because it 


has a relation to the cost of producing a barrel of 
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Grade, and that is by the small wells not being able 

to produce their quota and by the deily alloweble being 
raised it still does not increase the small wells, 
beacause the Conservation Board official says it is 25,000 
barrels a day instead of 10,000. Thst means this, that 
the balance between what the small wells should produce 
and don't, is taken up by the large wells. The large 
wells being in the hands mostly of the Royalite amd the 
imperial, it means that they benefit to the extent of 
the larger production at the expense of the smaller 
wells, because last winter the pro-ration was down to 
10,000 barrels, not sufficient to equalize the market 
or to take care of the market. in other Vomds, iby tars 
soheme of daily allowables to market holding down produc- 
tion to what purports to be the récuirements from time 
to time, the independents are faced with the possibility 
of the major companies taking advantage of th-t situation 
to bring about conditions such as developed today. I 
mean not only for the purposes. of getting a few extra 
barrels of crude, but in order to cut their costes, 
because that is only a by-product, but mainly for the 
purposes of putting the independent producer in Turner 
Valley absolutely under their domination. For this 
reason, that as long as he is not able to produce his 
well as he sees fit within the framework of the Oonser- 
vation Board, baSed on a definite premise that 
exists today and is nad able to go out and find for him- 
self a market and is not able to prepare for himself 

thet market by building up reserves and produsing his 
well in his own mamer, again within the law, he is 


continually dependent on the major companies for whatever 
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he will produce from dey to dey. Wow I know that is 
Gifficult to underst nd. 

Q. Tht CHAIRMAN: “hy on the major companies 
for whet he will produce from day to dey? I can under- 
Stand he is dependent on what the Conservetion Board will 
allow, or what his well is producing, but what do the 
ma jor companies have to do with his production‘ 

4 Because in the vinter when the major companies made their 
nominations low enough to possibly only take care of the 
market ~ and thet is a thing I vill have to cover some 
time - them wells were closed in olor what they could 

produce, and the big producers were still producing their 
proper ratic, But at this time the belance has been 
upset. The small well is not espable of participating 
in that market. The big well gets its extra shere. So 
that you see over a period of a year if you projected 
the allowable into e given number of berrels for each 
well in relation to its rights for that field, the small 
well is not getting its share as a result, if you teke 
the average for the year. Another re-.son why it is not 
right is, as I pointed out before, it defeats the purposes 
of conservation, which is to conserve the energy in the 
ground to raise the most oil out of the field. 
TH CHAIRMAL: Aswe are going to come back 


a Little earlier we will rise nov. 


(At this stage the Hearing was adjourned until 2 PM.) 
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L.eLaPlotkins. 


(EXAMINATION OF MR. PLOTKINS CONTINUED) 


THE CHAIRMAN : All right, Mir. Plotkins? 

To go back to this question of the disparity of ultimate 
production between the wells owned by the independents and 
the wells owned by the Imperial, the reason that the Im» 
perial happens to have the big wells are very obvious when 
you understand conditions under which they have developed 

in Turner Valley; to start with the independents went out 
into the field and did the exploration work and of necessity, 
all the advantages were on the edge wells and when the geol~ 
ogy was sufficiently known the Imperial, through its geol- 
ogists which before that had not either seen fit to prospect 
or did not believe that there were any possibilities of crude 
production, came in when the factors that would give them a 
better chance to use more judgment were known, with the re- 
sult that the Imperial either bought out the favourable 
acreage, favourably situated acreage and drilled on it or 
bought up wells that were partially or totally completed in 
that area; in other words they had the picture after the 
field was delimited to some extent so that we find on an 
everage their wells woulda be bigger. Now if that is so 

and under the présent Dasis of proration where in the winter 
time or in the off season the field allowable is set at a 
very low figure and in the summer the wells are, or the field 
is asked to open up and provide sufficient for markets, it is 
otvious that you can always open up the big wells if the rate 
of production, through votential, is in better ratio than in 
the amall well; now a well that has a potential of 3,000 bar- 
rels can be cut down to 250 and raised to 500 without any aif~ 


ficulty but a well that has a potential of 300 and is cut down 
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to 100, cannot be raised to 200 at will, so that the con- 
ditions that exist today can be foreseen and can be taken 
advantage of, so that the ultimate result is to give the 
Imperial 011 a greater share of that field at the expense 
of the other producers: now it has another result--« 

THS CHAIRMAN; You say they have the majority 
of big wells? 

Yes. 

hhatiis ea fact, is) it? 

Yes, to my knowledge and it is obvious that they would have; 
they do not risk their money until all tho facts are known, 
take the history of Turne: Valley---- 

why would thet give them bigger wells? 


Because they would be in a position to, I mean after all, to 


me at least, it seems common-place, to Know that the field 


geology in Turner Valicy is such that as you approach closer 
to the gas-cap, the wells are going to be of lesser life and 
smaller and as you gt down the flank,- not invariably of 
course due to faulting, but in the main they get bigger and 
of course if you go too far they get into water but the com-= 
mon sense, common ordinary business judgment will show what 
the situation of the present producing area of Turner Valley 
is, that the middle row of wells have stood up longer than 
the wells closer to the gas-cap and has yielded on an average 
considerably more oil; in other words have greater potential; 
now it is the same in any field. We may have another type of 
field whore the surrounding, or the structure is surrounded 
by gas and therefore the closer you get to the summit the 
more oil you are likely to get because the gas forces the oil 


up into the apex. Now naturally aman or a firm, knowing the 
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Taoue of the field, would know in a certain area close to 

the edge, that you are likely, more likely to get gas than 

you would oil, but the exploration work, as was well known, 
was done by the independents and the Imperial saw fit, when 
the time came, to jump in and either buy or take over the 
wells or the acreage, but the facts were not available until 
the independents had prospected the geology of the field; 

now that is how it comes, that they happen to have the larger 
wells; now the same conditions govern in the conditions I 
outlined this morning where they go in and put some money into 
a well, they are not going to put money into a well even when 
it is close to completion, where it is close to the edge of 
the gas-cap and likely to have a life of only six months or a 
year, as we know now from experience, so that kind of location 
would likely be turned down by the company but a location such 
as Commoil or in that row would naturally be looked upon favour~ 
ably for investment but as they have now enough experience to 
know that that, backed by sound judgment, that would be a good 
investment. 

In that connection I might state 
pomething that may give the picture a little more completely; 
my information is that the Imperial Oil expects to get their 
money back in their own wells in Turner Valley in from 7 to 12 
months. Well now that is based on the fact that they have full 

knowledge of the geological condition and on the performance of 
their other wells for the previous periods. Now that of course 
48 quite at variance with the figures submitted by lir. Burns, 
where he says that even in 20 years the cost will be, on the 


basis of 20 years, the cost will be some $1.02 per barrel; 


that did not quite agree with their view or their recommen~ 


dations where they felt that if they invested the money in 
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Turner Valley on their own basis they will get their, the 
well will return the money back in 7 to 12 months, so 

coming back to the present situation existing in Turner 
Valley asa result of these new orders; it seems to me that 
the basis of proration to market is not only unfair but it 
is unworkable and it is a detriment to the people of this 
country because we know that we must have the gas to lift the 
e1l although today that can be probably corrected to a great 
extent by the known improvements where we can lift a consider- 


able amount of oil from great depths with a small amount of 


gas due to these new appliances but just the same if we are 
guing to conserve the oil we may just as well conserve the 
gas; in other words even assuming that we now do not need as 


much gas to take up every barrel of oil that can be taken out 


of Turner Valley, due to these gas-lifitug appliances, which 


require, as I understand it, a very small amount of gas com- 
pared to the natural gas which would be necessary to lift it 


by Shale pressure; I might explain there that it is worth in- 


vestigating, the Commission's investigation,because it might 
have quite an effect on the value of gas as in relation to 
lifting the oil and again then its economical value asa 


fuel; the present method that has been developed is the stage 


methoa; in other words a certain asount of gas is allowed to 


build up in a compartment sufficient to create a pressure to 
Lift a given volume of oil so many feet; that means there 


ip a balance between the gas pressure and the amount of oil 


to lift and by repeating that in stages of possibly 50 feet or 


100 feet the oil is gradually lifted to the surface by stages; 
well now it is very easily understood that the amount of gas to 


1ift 50 feet will be considerably less than the amount of gas 
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to lift 6,000 feet so that even multiplying the amount of 
gas that it will need to lift it in stages of 50 VeOeu. at 
still adds up to considerably less than the amount that is 
needed to lift is a sheer straight lift of ©6500 or 7,000 
feet; now the reason I mention that is because that has 
some such bearing on the theory that has been advanced 
by the Conservation Board that one of the conditions that 
they want to bring about in Turner Valley is the Conserva~ 
tion of gas, so that all the oil can be lifted out of the 
Btructure; now in any case at the present time in Turner 
Valley the fact remains that with the formula as now used by 
the Conservation Board as we see it, as I see as an indepen= 
dent, it creates a condition where it gives the imperial 
absolute control of that field. 

Q THE CHAIRMAN: Are you taking into account in 
your theory that the gas may be in an udmixture with the oil in 
the limestone, that is to say aside from its lifting, that it 


ig part and partial of that which is in the pcCrous area? 


A Yes. 
Q And must come out with it? 
Not necessarily, sir; if you have sufficient hceld-back pres- 


sure and do not allow it to come out with it, it will not, in 


other words--- 
Q The oil will not come? 
A The oil will come alone but it is necessary to lift it and 


therefore some energy, if not a pump, in the case of Turner 


Valley, the natural gas pressure is used, so that if we can 
reduce the amount of gas that is necessary to lift the pro- 


duction we will have more left in the hole. 


Wes, all right? 
A When the oil comes into the hole it is mixed with gas but 
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there is sufficient back pressure, that is if there is 
sufficient weight kept on the hole, the gas will separate 

and only the oil will come out. 

I speak Only from memory but I recall ir. Davies advanc- 
ing the theory that the withdrawal of the oil was associated 
with the rate which the gas was allowed to come out and carry 
the oil with it in the structure itself as distinguished from 
the moment it gets into the hole, and it then must be lifted? 
well I cannot see-=- 

In connection with that whole discussion of porosity and per- 
meability, I remember that something to that effect was said. 
Mr. Chairman, there is no theory in that; you can have ina 
container 10,000 cubic feet of gas and so many barrels of oil 
and if you can so bring about conditions in the outlet that 
Will only use 1,000 cubic fest to Lift all the oil, youcwill 
have the rest of the gas in that container. 

In the container, yes? 


Yes. 

But what I am querying and mind you I am not disputing what 
you say, but what I am querying is whether or not it wail 

come into the container, you understand from the outside area? 
Oa gl 

Whether it will get into that container, treating the con- 
tainer now as your hole, you say you have to lift it 6,000 


feet but what I am querying is before there is any in that 
hole, it must get there’ 


Yese 
Through the permeability vt the surrounding porous limestone? 


Yese 
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Now I speak only from memory but it is my memory that 
something was said to the effect that you have to have 
that coming out of the porous area with a certain pro- 
portion and at a certain rate, to fill that hole you are 


talking about, that container? 


(Go to number 7555 ) 
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A Welt, viteis “true that the gas is in:ligquidform ands 
thoroughly mixed with the oil when it is down under 
pressure in the gpaund, but as it comes into the hole 
and back-pressure is applied on top of the well the 
lighter liquias are pushed back and the heavy oil comes 
up on top. This is, of course, in practice up to a 
point because if we back too much back-pressure then 
you have the position the oil wiil stay in the bottom and the 
gas comes up. 

Q You see, Mr. Davies visualized, you will correct me if 
{f am wrong in my recollection of his evidence, visualized 
a situation where you might let your well go with such 
rapidity that your gas would come out and your oil would 
be, left-there forever? 

A Yes, that is correct. 

Q And you would never get it? 

Yes, that is just exactly what I said a little while ago. 
If you held back too much back-pressure through the 
Orders of the Oonservation Board or otherwise, you have 
then a situation where the oil separatces----- 
MR. FRAWLEY: The Chairman is putting the 
Opposite to you, where you let the well go wide open? 

A Then the gas comes up and the gas comes out and leaves 
the oil in the hole. 

Q THE CHAIRMAN: You let your well be uncontrolled 
so that such oil as you get is produced too rapidly? 

| A Oh, I understand. “hat is different. 

Q You will have exhausted your gas. I thought that was the 
theory behind pro-ration, or at least conservation, that 
you exhausted your gas and it is not a matter of just of 


this oil being in the hole where, by artificial means you 
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can bring it to the top, but that it won't get in the 
hole. It stays in the pores of the limestone? 

That thoory, or that fact, because it isa fact, that 
Mr. Davies advanced, is absolutely correct. But due to 
what we know as channelling, even without going down in 
the ground, we have the same condition in our refinery 
methods where we use certain vessels for treating and 
we want an intimate mixture of gas and oil and we find 
in certain conditions channelling takes place. In 
other words, the gas by-passes the oil and comes out on 
the top and leaves the oil in the ground. But that is 
under extreme conditions where the well is absolutely 
not under control. The same thing can happen when you 
hold back the well too much in order to reduce its 
production. 

Why? It cannot be held back more than it is held back 
before it was drilled? 

Oh, yes, you have already withdrawn a certain amount of 
oil and you have either allowed expansion to fill the 
void or there is a void in the hole. And when you go 
back and hold back the pressure stufficieht to close in 
the well you may have the gas superimpose the oil and 
when you open up the well the gas comes out and the oil 
stays in the ground. 

Because of the oil already withdrawn? 

Yes. It is the same in a closed vessel. 

On the other festa if you take a small well which you 
depict as being unfairly used under the present system, 
if you let it go wild, to use the expression that has 


peen used, would not you bring about that condition 
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whereby it would lose most of its oil? 

That is correct. That is what has happened and that 
is what is happening to-day. 

You say in order to reach its allowable it has to go wild? 
Yes, and the production keeps going down. It don't even 
maintain itself. That is the history of the Sunburst 
and the history of a large number of wells. 


So the oil is irrevocably lost? 


The oil is irrevecably lost. Not necessarily lost entirely. 


To the extent that it can never be recovered? 

I would not think that, Sir, because if the property 
later passes into the hands of the Royalite and these 
different properties are joined----now, it might be 
laughable, but at the same time we have past history. 

MR. NOLAN: I did not laugh. 

Then it becomes an economic feasibility to devise a joint 
system of producing that oil economically. Because we 
are not living for to-day. The Imperial is a corporation 
and it don't die. It may look 10 or 15 or 20 years ahead. 
That was the idea I assumed behind the acquisition of 
the gas wells in the North Turner Valley, that there 
would be a market for gas for a number of years tno come, 
and with the possibilities of the use of natural gas 

it made the Imperial wisely, although I do not approve 
of their method, to acquire these properties with a view 
to exploitation, future economic exploitation. The 

same thing will happen, no doubt, in the crude area, 

if these wells are placed in the position where under 
present conditions they cannot economically operate 

they will fall into the hands of people who are able 


to buy them and hold them and when the time comes that 
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they can be developed economically by other means than 
the present, or the price may rise to such an extent 

that it might be even feasible to produce them, because 

I can visualize very quick in Turner Valley when the gas 
will become more valuable than oil. Especially if a 
world war comes on and 100 octane gasoline is required 

in great quantities Turner Valley is the place to make it 
and then the gas, not the oil, becomes the raw product 
under them conditions. Now, then the Imperial or any 
other company that is capable and has possession can then 
make these wells fruitful, profitable. But to the present 
owners under present conditions all that will happen:is 
that they will be dispossessed. In other words, they 
will be foreed into a condition where they will accept a 
few shares of Royalite stock and call it a day. That may 
not have been figured out in advance but I submit that it 
has. Why? Because in the oil industry we leave nothing 
to chance. Big companies have means and the knowledge 
and the power and they can and do prepare for 15, 20 and 
25 vears ahead. ‘hy? It is very obvious. If I were 
placed in charge of large properties numbering hundreds 
of millions of dollars I would consider it my duty to 
look 15, 20 or 25 years ahead so as to guarantee the 
safety of the investment to the thousands of shareholders 
in whatever holding I would have. And human nature being 
what it is I would try to make all the money I could for 
my companies and for myself. But, unfortunately, as I 
gaid this morning, the system that has been developed 


in the last 25 or even 50 years of business management 


more or less compels the executives of these large companies 
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to lose sight of the human faculties. It then becomes 
a game of making money no matter how and forgetting about 
the social or economic well-being of the poople of the 
country ard forgetting about anything else but profit 
and ony in it no matter how acquired. Why? Because 
4¢ isa game. It is the same as in battl® in the war, 
we knew nothing else but to beat the enemy. The method 
did no't make any difference. It is the same in the oil 
business, and that is why for years I have been battling 
in the same way trying to bring about a change. I am 
hoping that little by little E will. hy? Because in 
this country we have a jot of natural resources and I see 
no reason why they should not be developed by the 
natives of the country for their advantage and profit 
and equitably sold. Not for the pursoses of creating 
wealth or getting power in order to subject some other 
country or some other people to the same conditions as 
would exist here. Now, that brings me againto the 
point of marketing refined products. 
THE CHAIRMAN : Now, concretely, what do you 
eontend now? The Imperial or the Standard Oil had the 
lands and that they acquired them, I suppose, in the 
usual way, by lease or by purchase. ‘vas not that open 
for anybody to go and buy or lease? 

A No, it was not open to anyone to bring about conditions 

in Turner Valley by politiéal action or by other action 

to create such conditions where there was no option 

in most esses for the man cr firm that owned property 

but to sell to the koyalite or the Imperial. 


Q Now, for example? - 
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For examplo? 

I mean you have made it clear when a person has not the 
money to carry on that they get it from those who have 
the money and they have to get it at a price. That is 
true in every field of endeavour in the world, is it not? 
Yes, there is nothing wrong with that part of it because 
after all if a person has not got the money and someone 
else has and is willing to risk it. 

And no one else will give it to him on better terms, he 
either takes it or leaves it on those térms? 

But, as I see the situation that has been going on in the 
past and is now going on in Turner Valley through first, 
company pro-ration and through legislation, and I will 
gO so far as to say through bribery of Government officials, 
the situation developed in Turner Valley----- 

It is a very serious charge you are making there? 

I know, Sir, and I have thought it over seriously before 
I made that charge. The laws that have been passed, 
Government operations in Turner Valley in the past and 
thet have been passed recently were passed and directed 
with a view of creating conditions in Turner Valley that 
would permit of situations where the producer or the 
property owner was compelled to fall in or throw his lot 
in with the Imperial Oil. In connection with that I want 
to make a significant remark. The Commission possibly 
has noticed this, we have not heard from any independent 
producer. They have not made their views known. 

There has not been a single one outside of Mr. Wilkinson, 


which I asked to bring up here. 


MR. FRAWLEY: Ox what question. We have not 
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completed our Inquiry with respect to any matter except 
the pipe line? | 
A Well, I understood you yesterday when you 'phoned me up 


that this would complete the crude Inquiry. 


Q Oh, no. 
THE CHAIRMAN: No. 
A Well, in any case, I have noticed there has not been a 


Single one of them interested enough, at least they have 
not been here to do anything about it. The Alberta 
Petroleum Association has not done anything about it. 
Weill, now, is it not a significant situation. I will 
relate a conversation and a request I made this morning---- 

Q It may be significant in many ways. They may be quite 
satisfied with the price they are getting for their 
eru‘e. I would think in due course the producers 
Should be asked to speak as to that. But it is of ne 
Significance to us as yet. They would not very likely 
come in and complain if they thought they were getting 
more than they should. They would stay at home. On 
the other hand I have no doubt we will hear from someone. 

A It would be natural to suppose, here is a Commission 
dealing with the oil industry as a wholes and these men 
have invested their time and money in an industry that 
promised a futwre for them, to take sufficient interest 
to come here and find out or assist the Commission to 
the best of their ability so as to bring about conditions 
that would favour their operations in the future. 

Q We cannot hear everybody at once. Mr, Kolb is here at 
the moment, for example. Perhaps, we will hear a lot 


of producers on a subject. But as counsel points out, 
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this Inquiry and this phase of the matter is not closed. 
That is my impression and it is confirmed by this remark 
made to me this morning. I asked one recognized independent 
producer to come up here and make a statement as to the 
price of crude and what he felt about it and make some 
recommendations, or at least sive his views. I felt 

he was interested. He has got a lot of money invested 
for thousands of shareholders. The answer he made was 
Pict). Tocannot. I made a deal with the Imperial." 
That is, he had solid them his----- 

It happens that he had----- 

What is produced from his wells? 


No, in this case he has not. 


, 
MR. NOLAN: Do I understand his deal with 
the Imperial was not to come up here? 

I beg pardon? Oh, I,would. not sayothat, no, I did not 
understani it in that light. I understood his best 
interests would be served not to come up here and do 
anything against the Imperial because he would suffer 

Ga? coi. Gis I do not see why I should withhold the name 

and the circumstaaces, because they are typical, and in 
this case more so than in a good many other cases, due 

to the fact he is selling his oil to independent refiners. 
It is Mr. Fisher of the Model Oils. The reason it is 
significant is this. His company had a considerable 
amount of acreage in the north end of the field and 

when the Home-Millarville well came in and the Imperial 
rushed to protect their percentage in that part of the 
field and as a result of their interests in that part 


of the field I understand Mr. Fisher or his company sold 
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sold them practically all his holdings for some taree 
hundred or four hundred thousand dollars of BOveNte 
shares. JI am not sure whether it is 300,009 or 250,000 
but I know it is a considcrable sum. Now, naturally, 
under them conditions he is not going to come up here 
and expose himself to any retaliation in any future 
deqlings that he may have with the Royalite. I mean 
that is not only true of producers but that is trus of 
tradesmen. ‘hen the Inquiry was investigating the pipe 
line I tried to get some of the men to come up here and 
testify as to the value and I did not succeed for the 
same reason. In other words, the whole economy, the 
whole oil economy in this Province is bound up with the 
Operations of Royalite and Imperial Oil, and no one can 
exist very long if they do not lend themselves to the 
Operations of the Imperial and the Royalite .as they 
want them conducted. 

Q You are surviving, Mr. Plotkins? 
I am going to relate there---- yes, I am. But it may not 
be very long. 

Q You still seem very lively? 
Well, I am going to show to what extent-=-but before I do 
that I want to point out that my studies of the situation 
have led me to conclude there are two phases of operations 
of the Standard Oil of New Jersey. One is the commercial 
phase. I think I have made that remark before but it is 
necessary to show and to explain what [I am going to say 
later on. The other one is what I would call the racket 
phase. In other words, one company or one aspect of the 


company is to do a legitimate business to the best of 
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their ability. The other one is a different 
organization, yet permeating the commercial organization, 
with a different motive and a different purpose. It 

goes about in its work all over the world in using strong 


erm Iethods, in bribing and in doing anything that will 


result in protecting and increasing their profits and 


their ability to maintain them. Now, I thought I was 
pretty safe. The Bank, I did not owe them any money, 

so they could not call our loan. We did not owe the 
Imperial anything and we were well ablo to nay them. 

I protected myself in every way I knew hew and I have 

had quite a little experience. Well, I found not later 
than three or four days ago I uncovered a situation 
which would have put me out of business practically over- 
night. Well, now, it is very simple how it is done. 
Their methods are very simple. They succeeded in planting 
a man in my refinery and this man got to know all our 
operations and his father happens to be one of those 
promoters that is working very closely with the Royalite, 
and I find that they had secured money in sums I knew 
they could not have of their own, under their circum- 
stances, to go and buy up our marketing properties. 

It happened we had two of them that were under lease 

from the City and the leases had expired, although we 

had made a request either to purchase or for a renewal 

of the lease and I find, I waked up one morning, and found 
that the City Hall had in fact just warned me by ‘phoning 
that there was a big check to dispossess us of these 
operating properties. Not only that, they had conspired 


and bribed some of my employees so that when they did 
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take over the business they would be able to wreck it. 
Now, you will think that is a fairy story. I mean I 

can quite understand it is difficult to believe. But 

the fact is there. And I did not do anything about it. 
I left that man there. He ig still working at my 
refinery. The other men, I found out what was going on 
and I left him right there. The reason I did not do 
anything about it is I have adopted at times similar 
means to find out what the intentions of the Imperial 
were against me am as a result of these investigations 

I kept pretty well informed as to what their designs were 
on the trade and particularly on me. Up till now I have 
been successful in defying all the schemes, whether it 
was this way, or by marketing or by special discounts, 

or one hundred and one ways we have learned in this 
business to devise. But itis only one... Tt? is? probably 
not very much because they usually, I mean these people 
are not very intelligent, otherwise they would not have 
gone at it the way they did. It was kind of raw. It 
was not very hard to find out. I had, knowing the 
position I was in, I had taken the necessary precautions. 
And that, coupled with one hundred and one other factors 
that I will develop throughout the marketing and other 
phases of it----- 

Excuse me a minute, Mr. Ylotkins? 

This is probably the time to add all the other facts that 
have developed in the last few months. The Conservation 
Board, Mr. Dingman at least, one of the members, saw fit 
to make advances to my chief engineer to hire him at 


considerably more pay than I was paying him. They saw fit 
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to take the second engineer and put him out in the Valley 
at considerably more than I could afford to pay him. 

I had taken him out of the University as a chemical 
engineer and put him to work as an apprentice. He 

stayed out there turning some valves and would have 
stayed there all his life and never made an engineer. 

But he was getting almost twice as much as I could afford 
to pay him and what he was worth in the position. He is 
now back with me. I had an accountant and he was taken 
away from me at considerably more money than I could 
Si2ord tO pay him. 

By whom? 

Well, in this case it happens to be Davies Petroleum. 

I do not know whether there was any motive behind it 

but I just suspect. I may have no reasons for my suspicions 
but I still suspect and tie it in with the rest of the 
developments thet took place. My service station men, 
the key men were enticed, or they endeavoured to entice 
them by offering thirty, forty and fifty dollars more 
than the going wages to leave me and go with them. But, 
fortunately, I have been successful in developing loyalty 
on an average throughout my organization, so that it has 
not had the result that it ordinarily would have had. 

But that is apart from the competitive situgtions that 
have been created. Now, that is another matter that is 


probably more vicious, because I can replace men where 


IT cannot replace losses. 
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WITNESS: Now to come back to the crude, if 
the independent or if there is a free market brought about 

by a free market of refined products the independent refinery 
On an average can pay more for his crude than can the major 
companies. 

THLE CHAIRMAN: Just what do you mean by “a free 
market", Kr. Plotkins? 

Free market on a re products. 

On refined products? 

Yes, on refined products, do you want me to go into that mat- 
ter? 

Tell me as shortly as you will what you mean by that term 
“free market in relation to refined products"? 

Yes.» J will take Calgary as an nenenee because I think this 
1s also typical, Calgary, as you most likely have observed, 
the average service station is either the Imperial Oil or 
Bavas, OL. Or North Star or elther one’ 0% the subsidiaries of 
the major companies; what you provably do not know is that in 
a good many cases right across the roac, the other corner is 
also held by the major companies unproductive; that cost is 
naturally added to the price of gasoline and the consumer 

pays for it, sc that not only does he carry the service station, 
which by way of passing I might say that on an average the men 
operating them are put in such a position,-I have made some 


notes of that because I thought it was important to bring it 


Oy 


MR. FRAWLEY: Of course Mr. Plotkins, there 


will be plenty of opportunity to discuss the marketing problems 


but I suppose you are going to relate this in answer to the 


‘question the Chairman has asked? 


To what we can afford to pay for crude because unless we do 
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tle up the marketing aspect we certainly cannot arrive at any 
price for marketing crude. 

Q THE CHAIRMAN: | Mr. Plotkins says, as I under« 
Stand him, that if he has what he tems "Che free market for 
refined products", then it will result in more freedom for 


crude, so that the independents may buy it. 


MiRe FRAWLEY: Yese 
THE CHAIRMAN: And that this will in turn have 


an effect upon the posted field price, that is as I understand 
it? 
A Yes. 
Re PFPRAWLEY: And he was proceeding to define 
“free market". 
a) THE CHATRiiAN: He is defining "free market" in 
answer to my question and he relates it back, either rightly 
or wrongly, he relates it back to the posted field price. 
A Yes. I do not see any objection in discussing some of the 
aspects of marketing in this connection. 
Q THS CHATRiAN: Or, no. 
A Because they directly relate to the problem that we are faced 
with; to enable the companies or in this case I am talking 
about the Imperial as a daughter or son of the Standard Oil of 
New Jersey, because as we have showm the other companies, the 
major companies or otherwise, follow and they are also influenced 
by what the Imperial does; in other words if they are going to 
continue to exist they must either meet or overcome the con- 
ditions which are created by the Imperial Oil; if the Imperial 
Oil pays a price the Be A- cannot go out and pay above it; if 
the Imperial Oil puts up a big station costing say a few thousand 
dollars, the Be A- cannot go across the road with a shack and do 


business and so forth, or if the Imperial runs its station on a 
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commission basis, the B. A. cannot gO and run its staion 
across the street on a salary basis because they cannot com= 
pete. That is why L am going to go into it now. All these 
things go into what is called marketing of course but they 
have a direct relation to what we can afford to pay for crude 
because if we can sell our products with les3 expense we Can 
t hen afford to pay more for our crude; that is the indepen~ 
dents, because we are not in a position to enforce anything; 
we must go and get somebody to accept our prices, we cannot 
go in and say "this is what we will pay", because we may not 
get any crude but if we can go back and have a market for our 
products which permits us to pay %1.50 we will say for our 
crude and we know that the bigger companics are paying only 
@1.40 or %1.40 because they are able to do this and do that, 
and guarantee or advance some money; in order to offset any 
advantage that they are able to offer to the producer we can 
go there and offer more money for their crude and will be able 
to do it, in fact my experience in Turner Valley is that for 
years I paid 25 cents a barrel premium to just overcome those 
disabilities that I was labouring under in mesting the conditions 
that the Imperial Oil were able to offer in Turner Valley and 
as a result I paid thousands and thousands of dollars in pre- 
miums, well satisfied to do it, why, for that reason plus the 
other reason that I can do business with less overhead than 
the major companies, therefore, while I am at a disadvantage 
in connection with buying, I am at an advantage in connection 
Patt refining and with distribution and that explains why we 
can go out and pay a premium and still sell often cheaper than 


the Imperial Oil. 
4) Now what about this free market? 
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Well I will come to that. 
You were going to define that for me? 


Yes, in order to define a free market you have to get 
glimpses of what conditions exist and them that will be 
the free market which will eliminate those conditions. 


One is unnecessary service stations? 


Well no, this is not unnecessary service stations, this is 
operation of the service stations, well what I am going to 

Bay is this, that the Imperial Oil could have an elaborate 
System of service stations which weuld unduly increase the 
costs for me to meet the situation and will do it not at 

their own expense but at somebody else's expense. Now this 

is what I want to come to, to enable them, that is the Imperial 
Oil, to control distribution of rofined products through their 
service stations they create conditions which impose on the 
operators the negessity of being obliged to live and support a 
family on net earnings of under §10.0C a month, and I will 
show that from the witnesses which I propose to produce. Now 
ab this is obviously impossible there is only one assumption 
to be drawn, how these men carry on; now I have been in this 
business a long time and I recall whenl first started in it 
4n a little town by the name of Rockyford, the Imperial Oil 
agen was a grain elevator man, very honest, very religious, 
and very honest to my knowledge ana he took on the agency and 
I remember, because I was interested, JI was his competitor al- 
though we were friends and at the end of the first month he 
was, instead of getting any commission, he owed the company 
some money and he kept that uo for a year and a half hoping 


that he would overcome the disability and he worked for nothing, 
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why, very simple, tank cars were invoiced to him, full 
gallons, temperature, he couldn't sell 100 gallons that 

was delivered to him and turn. it inte dollars and cents 
because that tank had to be unloaded into another tank and 
delivery had to be made in drttts and he had the gasoline 
evaporating, there ‘s a loss in handling if there is any 

leak and so forth, so that by the time he got through, the 
only way he could exist and the only way the majority Of; 

at that time, agents of the Imperial Oil existed was by short 
weighting their customers because there was no option, there 
wos no allowance for shrinkage. They were not buying and 
selling, they were merely agents. Now that same situation is 
not, is not exactly the same situation in the service stations 
but they are asked to keep up the big investment that is un- 
warranted with small sales, for a comparatively small gallonage 
that is sold through those service stations and as a resulv of 
the contract,the usual contract that the Imperial Oil imposes 
on those men, they are unable to make an honest living and if 
you remember,-possibly you do not, in the tariff board hearing 
there was some gentleman in the Hast that made that quite 
plain to the Tariff Commission, I think he said that in mon- 
treal three men went around to different major companies! 
stations and bought gasoline and the average tanks gallon 
purchased, they made, they only received 82 gallons. Now why---- 
THE CHAIRMAN: Instead of? 

LO gallons, why, that is on record, because the conditions 
that are imposed on them are such that if they are honest they 
cannot make it and the majority of them are honest and what 

my experience and knowledge is, that they get some man with a 
few hundred dollars to take over his station, he carries on as 


long as his money lasts, he lives some way and when his money 
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is gone, they just nicely let him out, why, because under 
common system, especially with the srall commission and the 
large overhead that they are called upon to carry, it is im- 
possible on the average,+there are cases no doubt where they 
make a profit, but on the average they cannot make it. Now 
what does that mean, it means that they carry big stations 
and they carry lots across the street and some of them pretty 
expensive lots, ahd they take it out, they take out the dif- 
ference on the public, that is probably the conclusion that 
the Commission should draw from my exposition of the difference 
Of prices that prevail in the City as against the Country, yes-~ 
terday I think it was I made that distinction and showed what 
the difference was; now that extra money is necessary %o carry 
these stations under the preesnt conditions 6f éistribution. 
Now what does that rosult in so far as the marketing is con- 
cerned, its result, if I want to sell gasoline at retail in 
competition with the Imperial, I must duplicate those faa- 
ilities and carry them at a loss, because I have no fund to 
draw from, eo I am not able to ee price, so that I am 
not in a position to compete and the natural result is plain 
to be seen, there are no independent scrvice stations. Now 
Toay 2s One Of the things-—— 
THE CHAIRMAN: You say the service stations 
are entirely in the control of the major companies? 
Yes, in Calgary and in Rdmonton anc for that matter in 
practically every city; now sudscquent to the building, the 
Imperial building 411 the cczvice stutions in Calgary 
they acquired other service stations---- 


Now, just let us see vefore you leave that, how do you say 
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that affects the situation with regard to extra oil coming 
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out of Turner Valley, are they not selling all they cm 

to the service stations, or could the service stations 
sell more? 

No. 

Is there not a limited market to the service stations? 
Yes, but if the market were free and these service stations 
were not bonussed, in other words, if they were not carried 
at a loss the price would come down and the business would 
be in everybody's hands that is able to give efficient 
service at low cost and possibly I would get, and someone 
else would get, a share of this business, and we would 
then go in Turner Valley and raise the price of crude. 

THE CHATRAN: We are going to sit until 

qa quarter past four, so we will take a short recess now. 
(An adjournment of five minutes was here taken.) 

THs CHATRi. AN: Yes, Mr. Plotkins? 

When, subsequent to the Imperiol Oil building a large 
number of large stations inthe City here, other stations 
wore acquired from the Kegal Oil in the course of their 
purchase of the business and in order to monopolize 

the distribution in this area and to prevent any p@msible 
competition these expensively built, modern structures 
were demolished and important corners which could be used 
to good advantage by other distributors are held unpro- 
ductive and are charged into the retail price of gasoline 
to the consumer; now, that is in a number of instances. 
There are a large number of lots and very expensive ones 
that are yet, that are at this time held by Imperial Oil 
ana it is, no doubt they are ebsorbed in the costs of 
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expense, in the first placo they acquire these corners 
and held them unproductive and they pay out good money 
for them and the next thing is to amortize that invest- 
ment and we find a peculiar situation, an expense charged 
up in the cost of operating or marketing rather, becomes 
& capital in paying out those properties,because if you 
Gharge off the value of a $10,000 lot gradually into the 
price of marketing products, at the end of the period you 
have a &10,000 piece of property clear; in the meantime jou 
are sttll paying taxes out of operating expenses and as 
these lots are well situated, not only in this city but in 
every city and in the United States the same thing, in time 
they acquire considerable value and we find then that an 
expense has been turned into a capital gain, so that in the 
first place the public has been paying more for their gasoline 
to take care of these extra investments, unnecessary invest= 
ments, and then we wake up at the end of so many months or 
years or a period and the Imperial Oil has acquired a large 
number of lots and they are paid for and clear and they keep 
paying taxes on them until they can either build on them or 
dispose of them for other purposes; now it has another im- 
DEevoatiton-—=— 
Q THE CHAIRMAN : what is your point, I mean in 
relation to what we are exploring, that independents cannot 
get these corners? 
A Oh no, we are not wanting the corners so bad as that but they are 
fbte to controle the price situation through the fact that 
the independent cannot successfully compete against such type 
of distribution, where the increased costs of marketing causes 
a rise in price to the consumer but of no benefit to the pro- 


ducer, but to their own benefit; in other wevds if it was not 
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fcr these corners being carried and ultimately cleared the 
price of gasoline may be down % cents or if it was not down 
the price of crude would go up, if we work back from the in- 
depsndent's standpoint because the major companies may not 
give the benefit to the producers but the indepondents would 
be compelled to; in other words the major companies would not 
necessarily pay more fur the crude because they have made a 
Jot of money; we have been shown that; they work the crude on 
a strictly cconomic basis because operating internationally 
they are able to weigh one crude against another and effect- 
ively make it compete but the independent, such as myself, 

I cannot do that, I au not interested in Montana or in Wyoming 
or in Houston, and therefore i have only one source of supply, 
Turner Valley; if 1 am faced with conditions such as exist to- 
day, where the wells are uncer contract and a new well comes 
along that is not yet under contract and I was able, because I 
have successfully developed a market in this City and other 
cities, I was able to go to that well which is not yat under 
contract and offer them attractive terms, the chanoes are I 
would make tho contract or at least I would get a source of 
supply but not having that market and not being able to benefit 
by the higher price, it is there but 1 cannot take advantage of 
it, the Imperial keeps on getting well after well and I am 
forced to go tc the Imperial to buy any crude oil I want. 

THE CHAIRMAN: Why, on your theory, cannot you 


go and buy a less expensive property and put up a service 


station which is less attractive looking but where you can 
sell oil to those who would like to buy cheaper oil in less 
handsome surroundings? 


That is correct. 
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Yes, there are but I am going to show how that is impoasible; 
that is tho problem that the Government was faced with here 

@ couple of months ago when they attempted to close up our 
station in Edmonton; we do not build expmsive stations for 
the reason that we have not got the money to put into that 
type of station, we can use our capital to better advantage 

in our state of development, in refining or production, so 

we have not reached a stage yet where we have accumulated 
money and can put into service stations and be satisfied with 
interest; I have a typical case in mind, we have a station on 
the corner of llth Avenue and lst Street West, across from the 
Imperial's Blue Boy Station which is a big modern station, 
probably as good as there is in this city, their investment I 
estimate it, 67 to 75 thousand dollars, our investment across 
the street is $1200, you can imagine that we would not be on 

a competitive basis so far as facilities ore concerned, yet 

we wanted to sell gasoline and oil in competition and we do 
sell gasoline but we have to adopt a method that is agreeable 
to the Imperial Oil and what I mean by that is this, exper ience 
in the past has taught me that as long as we maintain a front, 
4n other words as long as we post their prires and if we sell 
at less prices don't make it public, in other words don't in- 
fluence the competitive factors, in other words don't attract 
people by straight advertising so that it would force them to 
cut their prices, they will suffer that up to a point and that 
point is that you must not get too aggressive; now how du we 
overcome that, we have created, to offset the disadvantage of 
not having modern facilities and so forth, we have created a 
price-list where we have what we call the regular pump price 


which is the Imperial's pump price and that is for transients 


a ae 1 Poe ‘ab: My (ee a rey 
i ey n : ie i j 7) ‘ay PAR uh 
vA he a AN A 4 

i i i aS Dy ia 
ae ‘ re | 

SO ay 

A) "s 

1 


| ii a ie lade aed th 
bev: Bi: Senki i gt ‘yt sito wie $ ton wee 2 n ‘7 ; . | 
eae HeoRy he tt ” me 


Hes yerD oc tact ‘misery: “oe at oat 
in Lad pie et one aitenca sw woke 


bgt ee) Vs iy Hy im 
ai ale ie vast. ne “Ping 7 on oval ay. soe: +: nowser ones ° iy 


en ae hus ti wet eo ned ae ont: on (asntate: eo) bpd 


erry ent a ens ° 
mn LO hae en 


> ar ann 3” wtaite wo: at: 


NM 


mt he re vgs: wee, of i timdoner foo oa owe 
a an bt ue a 4 aha 4: ve Lh ou Hh 

er da Oe Bite, ig SE aa vet ge one ne: 90: ‘a cyeveiotm 

j Pais i eae 

LS se ‘ ‘apie, sce A wan eee Seiget 5: oir ce idaettoray! * 


ae a aM 


i al aial uitieiow, Py ort eae fis a agate adit # to seas ‘one 


Rad swap oigie sain Se ce Law: HOt: teal a 


Us 


He : ae) oe i > 
has seg cape eh ce Hastie Ce Se ee 


cae abt ease to id he a: 


Os: 
Pts: 'D! Kaa ~ aa Oa) BAM MeO aie SLE: ade Yeoe Jane 


Aemaeionon sei HOLE Lieto tet: a: aed ovtas Pec tts 


Bie iia heat ane tL AL ee Lica ag. Ks tow ait: Bemhaw: oles si i a 
Baia =e Wes Hornven. a toe ba ot ead ‘ew st Buk Leta: tion f 


ee UE Had AON hoo T. + piv tra 120, fetrequa: aude 


aR 


PHESTCIAM OW aa sel aa + + ai er etagtnd ose ‘Sap pay: out ar ) 
hid ave inh bce ston 8 delog. ow. Ae seve. sl alow seitto' at ‘ 
utd mbecy: Wikio, at Q ae ot a tials ib ‘epotig tie ‘Ya: : 
; ae Ni aie MOM. a. gereO ae at, tettequon ent oul | 

ae A pene tient ‘ek itedeiane: igh otia we atijosg’ 

viele Oy 8 haf Fait see, eae. “pene <nedting! thedt tH 

weal’ wide: spirtanm ans CGA Wie Pode: vei Ble 8 hadlif ied ance Ne 
eee itt weaned. a peyton eeiad, om: oaad Te ‘ 
Ea: Oe: BW stage 8 fee an tat Lab amlenabe gal vad Sone 
ee ‘iets rg Ste Bw Sate arayt ow. nana thasemora” 


ae evade bea oeing tateabt eg A ts 


: , 
po CER ae f 
’ eis es ¢ Oly es ‘a $4 ae Lv si hath y Po A Fe 
bist gs. Ba on hes ee MALL rae Bake hai MO ~ fe le Nata cpuiae 7 
r " ‘ WY pM Oy: onl) ee, y : f - ‘ The » Pep Few 


L.L.Plotkins AIG ys, 


C4 
sme 


that happen to come around and buy from us and then these 
transients, we usually investigate and ask them where they 
come from, and we offer them what we have termed "a com 
mercial price"; now the commercial prise is a cent and a 

half below the Imperial‘s posted service station price; the 
gent and a half was arrived at to evaluate the difference be~ 
tween tho services we are able to offer and what the Imperial 
offer; now not only the service but there is the matter of 
oredit. The Commission is no doubt aware that the industry 
has developed in the last few years what >is known ap "credit 


cards"; credit cards are a device which permit any man to get 


credit from any service station of the company that issues the 


card, not only in his own city but anywhere across the con- 
tinent where that company may have a station or may have as- 
sociated company stations: ,now that is a convenience to cus- 
tomers because a man travelling or other users of gasoline 
With a car, he is not called upon to pay cash; the result is 
that he can travel a month or he Gan gc on a trip for two or 
three months and he can nope when he comes back, or if he 
is a resident of the city he can settle 20 or 40 days after; 
now that is one of the services that the imperial Oil gives its 
customers and it costs money to give that service; it is open 
to abuses, which militate against it. I will take that up 
when we get into the marketing. Then the other one that the 
service station operators are forcod by circumstances to give 
service free to retain their business and they have the fac- 
dlities for giving those services, what I mean by services 
free, they may grease a man's car if he is a stoady customer, 
and not charge for it, they may do just a little minor repair 


and not charge» They have these facilities and the customer 


expects it from the company stat ton; now those services, plus 
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the credits, plus the beautiful Surroundings which is 

worth something, the average man appreciates it, and 

that attracts naturally business to their station; now 

to offset that, that is what we have evaluated at a cent 

and ea half, knowing that it will not take care of all sit- 
uations but it will bring a certain amount of people who 

are prepared to pay cash for their gasoline and oil and not 
expect any mechanival service or any of the other services, 
free or otherwise- Now the Imperial is perfectly willing 

to see that go on up to a point and that point is that if 

you are buying your products from them it adds gallonage and 
it costs them nothing; if you are not buying your gallonage 
from them well then they agitate with the Government or with 
competitors other than the major companies, to discont inue 
that practice so that we have the situation that arose a few 
months ago where the Department of Trade and Industry said to 
us "You must post your commercial price, the price which 
actually you move your products at". I pointed out to the 
Deputy Minister that the minute we did that the Imperial would 
automatically follow that price and we would have to come down 
a cent and a half and of course we would not have any profit 
left if we did that, so that the practical results are these, 
that if we dare post the price which will take into consider~ 
ation our value, I mean the value we will have to offer the 
customer as against the value that the Imperia? Oil offers the 
customer, they automatically meet it and we have to come down 
some more and then we are gradually cut of business. Well now 
you say "Well what forces them", well experience teaches me 
thet is what happens; in fact the pales manager and the of- 
ficials are not very slow about telling you that they will 


put you out cf business if you do not play the game, their 
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SO hous 


game. <All right. Now that is one of the thing s---- 

THE CHAIRMAN: Now if they are entirely 
ruthless, why would they wait until you got too energetic, 

as you put it before they put you out of business, why not 
put you out when you Start, why are they quiescent while 

you do it unostentatirusly, if it is good business to put 

you out of business, why doesn't it happen anyway? 

Right at the start? 

Yes, anyway? 

Ahyway,now to explain that I may have to explain what happened 
to me; for years I didn’t ever put a sign on our station, on 
our trucks or anywhere, I done faeihsae very quietly. TI had 
been told by one of the Imperial officials a good many years 
ago, in fact, no, it was by one of the North Star officials, 
he came here and I got to know him-pretty well and in faot it was 
at his instigation that I went into the oil business and he 
said "as long as you stay small and don't make any noise and 
don't let any of the Eastern officials know you exist, you 

are going to get far but don't raise your head because it will 
be knocked off". well now that is the common viewpoint of the 
independent oil man in the business. He knows that to be a 
fact, so that is the policy that I pursued for a good many 
years until I felt strong enough from a basic point of view to 
go out and say "I want my skare of this business on an 
equitable basis", so that is how I came to still survive. 

You are not afraid to put your neck out now? 

Wo, because while I aay suffer 4 am in this businesa for life, 
I do not knew anything else and I feel I can overcome whatever 
obstacles are Siaoed in my way, it may mean a lot of money to 
get the legislation changec, to get the authorities to see 


the picture, to gst the public to see it but in time every- 
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thing is done with stations and work and that is my reason 
for spending a lot of time here; I am neglecting my business 
but this is my business; our oil business is 90% political, 
10% business; what I mean by that is, the business end of it 
f am very able, I can very easily take care of pes egies By plea & = er) 
matter of getting oil, seeing that it is properly handled, 
refined and marketed, the facilities exist, but the main 
problem is to be able to do it at a profit in competition 
with the Imperial and that is where the political angle of 
it comes in and what I mean by "politics", it is not strict 
politics, not only governient politics but business politics 
in other words, not only taking care of any legislation that 
may effect my interests or prevent me from successfully com- 
peting but I must also keep mysolf informed as to the moves 
that are made by the Imperial and other companies and in 
that work I consume a lot of my time, to find out trends, 
in other words the Imperial is no different than any other 
company, when they want to make a move they must show their 
hands some place and it is the ability to read their hands 
ani the signs that foretells me what I am going to be up against 
in three months or six months or ina year and it is to keep 
well informed on both that angle and the political angle in 
Edmonton and in Ottawa that I have to spend most of my time 
and the fact is that I am prosperous becauso of thet, not 
because I do the business but because I am able to protect 


my business.» Now that may sound like a fairy tale but it 


remains the fact. 
Now to come back to the service 


station as a factor or the marketing rather as a factor in 
setting the price crude oil in Turner Valley, there is no 


doubt in my mind that if we could remove these artificial factors 
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that give the Imperial practically a monepoly in the market~- 
ing of petroleum products in the west here, that there would 
not: be very much difficulty in knowing what is the value of 
Turner Valley crude. As it is now with a controlled refined 
oil market, the Commission finds itself in the position where 
its duty is to determine what is that value, instead of the 
trade detcrmining that. 

THS CHATRIAN: Assuming that, assuming with 
you for the purposes of the question only? 

Yes. 

That there is an evil in connection with these service 


stations, what do you say is the remedy? 


(Go to number 758% ) 
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A The remedy is in the removal of legislztion thet now 


is on the books of the Frovinee that tends to perpetuate 
the present situation. It started in 1931, I think, 
under the regime of Mr. Bwownlee, and legislation has 
been piling up gredually that ereated or made it possible 
for this situation at arise and to perpetuate it. 

@ What have you in mind, Mr. Plotkins, so that we can think 
of concrete statutes that you think are perpetuating it? 

A af have in mind the Fuel Oil Tax Act. Some six, in fact 
C@ight or nine years ago kr. peyen cen no doubt at some- 
ay else's suggestion, because I cénnot see how he would 
seve thought of this - he vas not an oil man anc he did 
not know the situation so he must have been advised to 
thet effect - he inserted in the Fuel Oil Tax Act just 
a few lines. It was not even discussed in the House, 
and the effect of that was it was necessary to restrict 

| service stations. I do not recall exactly the wording. 

It ie av:ilable, and that permission ~ and that is where 
first the Licence comes in - permission had to be obtained 
from some department, I think it was, or the Public 
Utilities Board, before you could erect a service station. 
Now that had the opposite effect. Instead of limiting the 
amount of service stations it inereesed them. But they 
inereased the major companies and the others disappeared. 
Now: that is one of the things..... 

q why? Why would that bring that about. The Licence fee? 

A No, there was no excessive licence fee as 1 recall it. 


But the red tape...-.--. 
Mae FRLBLSY: None at all as a matter of 


fact? 


A a: do not think there was a licence fees. I think it was 
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just a matter of a permit. But the red tape and conditions — 
that were imposed were such that the result is what we | 
see now. I am not ina position, just on my feet, without 
going into the matter, to give very much more information 
on that aspect. I do know that we were faced eae age 
or three years with a position where we could not build 
any service stations, yet the Imperial and the B.J., were 
building them, well were building them by the dozen. Now 
today the same thing is developing only in another sphere 
and that probably will give an illustration. The British 
American here some one year ago decided to change its 
marketing system, and they approached the Provincial, 
Government, told them what they were going to do 
and asked them for a ruling or for scme sort of guide, 
I expect, at least that is what my informe tion is, 
as to the regulations or requirements of the Provincial 
Government to the setting up of what is now known as 
combination stations. Now that gave the Government 
officials an opportunity to sit down and start to draft 
regulations, something they had never thought about 
pefore. These regulations th:t are now in effect were 
drafted, and were put into effect without anyone else 
being consultec. I am sure for myself they consulted 
the Imperial or the Imperial would have been advised 
in Edmonton so that they would be asked for their opinion. 
But to my knowledges none of the independents were advised. 
What do we find? Gonditions have been set down that will 
prohibit the average independent from going and building 
combination stations. So that unless we defy the Provin- 


cial Government..ece. 


ay MR. FRAWLSY: What are those regulations? 
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Tell us about them as we go on? 

They impose the size of lots and certain construstion 

and so forth. 

You know all about this, what kind of regulations? 

“@ll I have read the regulations. I have written to 
Edmonton and objected, but I have not received any 

reply. If you want the copies I suppose I oan produce 
them. 

Do you know what department issues them? Gain give me 
some idea? 

Noy this one is brought about in a roundabout way. It is 
issued by the Fire Department. 

All right. That is just what I want to know? 

But tc me, of course, always imputing motives as I do, 
being I am in competition with the major companies, it 
just means one thing, that whether it is brought about by 
fire regulations or any other department of the Government, 
the fact remains we are not going to be able to build 
combination stations. In fact as a result of these regul- 
ations one independent distributor hes already been 
notified in DruMheller - he has been there for some ten 
yeers or more - he hes already been given one month to 
get out of town. He finally succeeded in getting the 
Council to give him six months, but at the end of six 
months he is going to be out of there. Now they have 
also approached one of our agents up in the North country 
and he was given 30 days to move out. Of course, the 
remedy is not to move out. It is to have more money 

and acquire more property if it is aveilable to comply 


with the regulations. But they have been made retroactive. 
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@ It is always a good idea to try and comply with the 
regulations? 

y Yes, but circumstances are not alwsys such that the 
average small distributor or indepedudent is ina 
position to comply with them! So the result is little 
by little the major company goes in there and puts up 
its outlet and the other fellow disappears. The major 
company c@n go in there and ‘raze buildings to make 
room. That is what happens in this city, and happens 
in other places too, why? Because money is not so 
difficult for them to obtain as it is for the independent. 
And the result is they have probably suggested the 
regulations that will effectively bring about a situation 
waere they will have more business and the independent 
will again just disappear, the same as he did in the 
service station end of it. Now, the reason that the 
Government is awake or alive to this new factor in the 
distribution of gasoline, known as the combination 
station, is because one major company, the Be. 4s-, has 
seen fit to adopt it as a new method of distribution. 
Before that it was no factor in the business so, therefore, 
it was disregarded. we done pretty well. ~@ done 
business on our own basis and developed the means and 
there was no trouble. Now, there is another thing I want 
LO polme Ol ULere=—-- = 

Q MR. COM: IS-ICNER LiPpsstTtT: explain to us what you mean 
py this combination station, will youf ‘shat do you man 
by a combination station? 

A Well, I am going to explain it now. 4s I have explained, 
in Turner Valley the Imperial waited to see what was 


going to happen,and in the distribution end of the 
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business the same thing occurred. The independents, 
forced by necessity, developed and devised means of 
more efficiently handling either the refining or dis- 
tribution. In Vestern Canada as the roads got better 
and trucks were improved I saw the opportunity in 1923, 
sixteen years ago, of developing one outlet forto 
serve the country consumer, both in drum lots and in his 
Car. The reason I saw that opportunity was at that 
time I was interested in the invention of meters. In 
other words, we had developed mans that made it economical 
to.serve a car or a drum with the same hose and the same 
equipment, because the meter recorded the number of gallons 
you had put either ina man's car or in the man's drum. 
in the country it was an advantage because the same man 
would handle both businesses, where, previous to that, the 
Imperial Oil had a bulk station on the track with a 
warehouses with stock and were paying taxes and were paying 
rental to the railroads and they had, in order to serve 
the consumer use a man that was agent for the Imperial 
and he bad to leave his business, usually a hardware or 
a machine business or a grocery store, and go sometimes 
half a mile to the track, because gasoline was only 
handled in tank cars in them days to serve the customrs. 
Whereas, after the erection of these meter service pumps 
he could from the same tank that he was serving the cars, 
Gould serve the drum customers, and there was no necessity 
of weighing it. Now, gradually then we independents, 
and I started it because I happened to be forced hy 
necessity, instead of shipping tank cars on to the bulk 
station and then rehandling from there to the service 


station, or going to the bulk station to serve the 
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customer for 45 gallons and make 65 cents and spend an 
hour and a half to do it and take the loss from the 65 
cents, I was able to get my supplies direct from the 
refinery and put them in the tank right at my door. 
“ith the result that we saved the handling, and the same 
man that handled the retail, serviced the oars, was able 
to lead to the fuel drums for the farmer. Well, now, 
what was the effect of that? The effect was to eliminate 
expense and gradually enforced a new situation in the 
marketing of petroleum products. In the last year the 
British American insteadof “fighting as they led been 
doing along with the Imperial for years, this new system 
of distribution, finally agreed that that probably was 
ths right way and proceeded to arrange their distribution 
system, to take advantage of this new method and to cut 
costs. They were driven to it, not only by competition, 
but because prices had been reduced in the country to 4@ 
point where margins are very narrovi and there is no longer 
sufficient profit to cover rehandling, unnecessary re- 
handling. So that this combination station came into 
being for the British American and my information is, 
and I have not seen any of them yet of theirs, that they 
have erected a large number of them. They have rearranged 
their hulk stations so as to cause distributing centres 
and to-day they distribute a large volume of their 
products through these combination stations. I do not 
doubt when the British American was faced with the 
necessity of building these stations that the proper thing 
to do was to go to the Provincial Government and say 


"Well, now, we propose to do this and do that. ‘e are 
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going to be in a goed many towns and villsges and 

we want to know where we are at." If the Provincial 
Government had developed a competent staff since oil 
became a fsctor in this Province, as I asked ina 
memorandum that I submitted to the Provincial Govern-~ 
ment in 1932, 1931 or 1932, then the British American 
representative would have been faced with a man that 
understood the problems and was aware of the conditions 
and he might not have jumped at conclusions and the 
regulations might not have been what they are today. 

I am only pointing that out to show that it is not 

always because the Government wants to kill the inde- 
pendents. It is not elways because they are bribed. 

It is most of the time because they ars not familiar 

with the situation and that gives the Imperial and the 
other major companies a chance to have their views 

prevail and their views are interested viows. It follows 
that if they ars able to influence legislation to their 
advantage we must suffer. And that is exactly in most 
cases w hat has happened. But to come back to the 

Turner Valley situation. If through these new regulations 
the few independent distributors are again reduced beceuse 
of their inability to carry on under the new regulations, 
the systen, the new system of combination stations wkll 
Guplicate the system of the service stations and we will 
find a greater and greater percentage of the marketing 

in the hands of the major companies. And agcsin it will 

be reflected in the conditions that exist in Turner Valley. 
Now, the remedy is not a very simple one from that angle. 
@ven if we did cancel a lot of this legislation, we are 


faced with the inability of the Provincial Government to 
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take scare of and to husband the resources due to the 

fact they have not developed a competent staff that is 
familiar with the oil industry sufficiently to act as an 
arbitrator and protect the public interests, which in 

the long run is also the independent interest. So that 

I do not believe we are going to change these conditions 
overnight, and as I have expressed in a goed many memoran- 
dums to the Government, I believe that the solution is 

in starting even if it is a little late, for the epee 
ment of Lands and Mines and the Frovincial Secretary that 
collects the tax and other departments that are concerned 
in the natural resources, starting staffs and training 
them to administer the affairs in the publie interest, 

and not allow it to find its own level wnd bring about 
conditions that we are faced with today. Because after 
all the Imperial or any other company is only acting in 

a human manner. They have taken full aavantage of 

the circumstances, and my duty is to try and change thats. 
I do not know if I have made myself clear. If the inde- 
pendent can increase his market and not be forced to buy 
crude from the Tepoeteie that he would then create a 
market price for the crude. You see, Mr.Chairman, in the 
Mid-Gontinent tank car market the crude market is created 
by offer and sale. It is true that a market is eststblished 
and then the average man follows. But in the first place 
what happens is this. The price of gesoline may be 4% , 
cents a gallon. But weather conditionsin the marketing 
pncaucus are such that there is nothing moves for several 
weeks due to rain or crop conditions or some other reason, 
and I have gct my tank full of gasoline and my competitor 


across the street is in the same position, and the man down 
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the street is in the same position.- Now that price of 

4% cents is not going to stand up, because the refiner 

who manufactures that gasoline he is pushed to sell that 
gasoline. He only has se much storage. He oan only 
accumulate it so long. And the first thing that he gees 

is that some refiner or some broker that has loaded himself 
up with a contract and is forced to dispose of the gasoline 
and some other refinsr starts te offer gasoline at less 
than 4% cents, and that continues due to weather oonditions 
and marke ting conditions and so forth, and the market is 
established both for crude and for refined products. 

In this Province ttt is not so at all, and in the lest 

it is not so. So if we can bring about conditions where 
the independent can exist, the same basis reasons for 
ereating value will come about here as they do in the 
United States, Now at that stage I may statéa significamt 
Situation that developed here a few days ago. Mr. Couitis 
of the Pipe Line Company, the manager of the Pipe Line 
Company, called me up seks emer bright and early and he 
says "We have not been receiving the crude from the Sunburst 
well. ‘What are you doing with it?" Well I says "I have 
sold the production temporerily to the Mayland sefinery." 
"Well" he says "for how long?" "Well" I seid "just I do 
not know, as long as he wants it, I suppose, or until f 
need it myself." He says "Yell, you know you are down to 
5 barrels credit in our pipe line system." "Well" I said 
"I did not know that, but I suppose it mkes no difference. 
I have made a definite arrangement with your Mr, MeLeod 
that I would be able to buy my requirements from day to day 
and pay for it on the agreed terms, and if I haven't any 


crude in the pipe line you will continue to supply me crude 
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on the agreed terms." "Yell" he said "I do not know 

about that "he said "if we do not get that Sunburst 

crude with the situation that has now developed where 

we are scraping our tank bottoms, I do net know that we 

can continue to supply you crude." That was only twe days 
after Mr. Nolan had got up and made the solemn statement 
for his Company to the effect that the crude would be avail- 
able under terms and so forth. Now he implied in the 
conversation that they did not like me to sell this parti- 
cular crude to Mr. Mayland, and that is I did not return 
the erude to the pipe line I was likely not to get any 

more crude from the Royalite. Well now a situation like 
that developed last yesr. Mr. Mayland was badly in nead 


of crude and I had under centract this Sunburst well and I 


was not particularly in need of the crude. J] had made 


other arrangements, sir. Sc I decided to help him ahd I 
turned over the crude. At that time difficulties arose. 
The pipe line company up till then tmMd beenfighting not to 
take the crude, but the minute I sold it, well then they 
wanted the crude. Not only that but I had difficulty with 
the operators that were indirectly concerned in turning 
over the crude to the Meyland Refinery. In fact it was 
only after a threat to compel them to comply with their 
contract that the operators of the well turned over the 
crude to the Mayland Refinery. Now I pointed out to Mr, 
Coultis that I had made a deal. No letter, no writing, 
but I kad given my undertaking for this year to Mr. McLeod 


that I would buy my requirements of crude from the Royalite. 


Why? Very simple. Why I preferred to deal with the 


Royalite, this may seem like a paradox, but I preferred 


to deal with the Royalite because insofaras buying crude 
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the Royalite telked my language. ‘hen I say I want 
so and so and I am willing to pay for it on such and 
such a basis, they know by experience that I am able 
to carry it out because I have carried it out in the 


past. There are no complications. 


(Go to Page 7593 }. 
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We understand gravities. Both our men are experienced. 
AS a result, I am not faced with a situation where I 
would be if I went to a producer for a temporary contract 
and he would sell me to-day and to-morrow he might have 
sold the oil to the Royalite or to someone else. In 

other words, it is to my advantage to purchase from the 
Royalite because I am only under obligation to take 

what I have agreed to take and when I need it. (So that 

I pointed that out to Mr. Coultis. I said "Now, you 
people have undertaken to give me crude. ‘Therejig 
going to be trouble if you do not carry out your azreement.” 
I have not heard from him since. But the fact remains 
there was an implied threat that if I did not keep away 

or keep from Mr. Mayland that 160 barrels or whatever 

that well produces, that I was likely to fihd myself 
without any crude. It is true I might have gone and 
fought it out but the chances arc it would have beon wocks 
before I got any place and in the meantime my refinery 
would have been closed up. I chose to not accept the 
bluff. I told him he had better keep supplying me crude 
and he said "Well, the Conservation Board on the pro- 
ration allowable is not sufficient to take care of our 
requirements and we are not going to give you this crude 
if we need it ourselves." ‘Well, I said "The Conservation 
Board allowable is largely determined by your company 

and if you did not have the sagacity and the foresight 

to foresee these conditions it is just too bad, but I 
certainly am not going to suffer." I am glad to say so 

far they have kept supplying the crude. That meens 


they are supplying me the crude and I am paying for it. 
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That is according to contract. Now, what is behind 

this threat and what was behind the trouble last year? 

A simple factor. That the Sunburst erude is not going 
through the Royalite system and they have no opportunity 
to control the disposal of that crude. Mr. Mayland has 
put a pipe line direct to the well. Therefore, that crude 
does not pay tribute in any manner, or in any shape or 
form to the Royalite or to the Imperial, and as the 
Imperial has seen fit to impose on the refineries in . 
Turner Valley a piping charge, I suppose you would call it, . 
that of 6% cents, it means that the Royalite was deprived 
of 6% cents on 160 barrels by the fact that I was not 
turning over my crude to them. Because for all practical 
purposes even if I had a contract with the Sunburst for 
that production I am still in effect selling them that 
eruds and buying from them at this end. While it is true 
I could compel delivery of the crude I have turned into 
the pipe line yet that is not sufficient for my require- 
ments. So that on a practical basis it would not do me 
much good. Now, there is another aspect. I want to make 
a correction. During the intermission Mr. Cottle 

pointed out to me that it was not the Conservation Board 
that had hired one of the men I had referred to. It was 
the Board of Public Utilities. So I want to make that 
correction. Now, coming back to Calgary as a basis for 
erude oil prices I want to leavo this thought with the 
Commission. In the United States the refined oil market 
that dominates prices is known as Group 3 market. Why? 
Because, as Mr. Hull has pointed out with respect to a 


particular pipe line in the Gulf. or along the canal in 
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Texas there where for the same rate you went 35 miles, 
the same condition applies in the Mid-Continent refined 
tank car market. You can ship from a dozen different 
points situated probably hundreds of miles apart all for 
the same rate to a givon point of consumption. That is 
known as Group 3. Now, practically all of the frec tank 
car market in the United States and in the Mid-Continent 
moves on the basis of Group 3, which means that if a 
refiner is not favourably situated so that he can lay 
down his gasoline at the same Prater rate as the man 
situated in Group 3, he makes up the difference, and puts 
it on the Group 3 basis. If we develop a number of oil 
ficlds in this Province and the freight rates on finished 
products come down, which they will, we have the railroads 
now making a survey and have been for a year of what is 
necessary to reduce to get back their business or to not 
lose any more, and my information from the officials of 
the railroaés that have been making these studies is that 
that reduction will be between 30 and 37%. Now, taking 
that as a starting point and knowing that gradually the 
freight rates will come down some more ~— why? Because 
truck competition will force it down some more. This 
37% is merely to meet to-days truck competition. As 
time goes on and our trucks become more efficient and our 
costs come down the railroad will have to meet it if it 
is to retain the business. Now, taking that into 
consideration I can visualize that Calgary will become 

a refining Sue and instead of the crude being shipped 
to Regina or to Winnipeg it will be refined right here. 
Now, that will come about through independent competition 


because, naturaily, the Imperial or the British American 
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i. i. Plotkins. -7596- 


will not want to disturb the status quo insofar as 

Shipping crude to Regina or Moose Jaw is concerned. 

But as more and more independents enter the business 
and freight rates come down,from Calgary we will reach 
further and further into Saskatchewan and overcome any 
advantage that the Regina or Moose Jaw refinery may have 

in a lower crude rate. So that we will have a condition 
developed in Calgary which will make Calgary not only the 
crude basis but the refined oil basis for the West. 
Because, under independent competition the rules that 
govern the price expressed by Mr. McGrath do not apply. 
What I mean by that is this, that with a large number of 
independents dividing up the business crude won't stand 

on its own feet and the tank waggon rate on its own feet. 
It will work backwards. We will price the crude according 
to what we sell the gasoline for. So that we will have a 
tank car market in Calgary and a crude oil market. Now, 
these factors should be given consideration to by the 
Commission, as I have no doubt they are not trying to 

only visualize conditions for this year but also for the 


future, 


THE CHAIRMAN: We will resume at 10:30, 


Mr. Plotkins. 


(At this stage the Hearing was adjourned until 10:30 a. nm. 


24th May, 1939.) 
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